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Wallace Murray, Esquire, 


THE FOREIGN SERVICE 
OF THE 
UNITED STATES OF AMERICA 






4 S8Tar 
Niopr 
TY ym fe 


DIVISI9N 
® thstcoy 
AMERICAN-ESGATM 


Cairo, March 8, 1940. 
Strictly Confidential 


Dear Mr. Murray: 


A few weeks a cil I made my plans to leave for 
Jedda Mr. K. S. Twitchell, Manager of the Saudi Arabian 
Mining Syndicate, Ltd., with headquarters at Jedda, 
asked to see me on a Sunday morning. His time in Cairo 
was limited and I gave him an appointment. After ex- 
tending to me a very cordial invitation to be his guest 
while in Jedda, he abruptly said in substance the fol- 


"The King of Saudi Arabia is in need of 
money and I understand that one of the first 
things he will take up with you when you get 
to Jedda is the matter of a loan from the 
United States. I have talked with. bankers in 
New York City and they have informed me that 
such a loan probably could be made through 
the American Export Import Bank or through 
some other United States governmental agency.” 


I was somewhat surprised by Mr. Twitchell's ees 
— : 
nd 


ment and, after a brief silence, said to him that I 
could not believe the King, on my initial visit to his 


country 


» 


Chief, Division of Near Eastern Affairs, 
Department of State, 
Washington, D. C. 
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country to present my letter of credence as the first 
American Minister to Saudi Arabia, would take up with 
me such a matter, and that if he did so I would give 
him to understand, in a courteous yet firm manner, that 
such matters did not fall within my province and that 

I could not discuss it with him. . 

To this remark of mine Mr. Twitchell replied in 
substance as follows: 

"Te King is badly in need of funds. 

If he cannot talk to you about a loan when 

you are in Jedda, what can I tell the King 

when I return to Saudi Arabia?" 

I replied that I could only suggest that, should 
he be interrognted by King Ibn Saud in the matter, he 
might avoid complications by merely saying that he had 
not discussed the question with me, 

Mr. Twitchell did not refer to the matter while I 
was in Jedda and of course neither did His Majesty nor 
his Minister of Voreign Affairs intimate such a loan 
was desired. 

Mr. Twitchell had been away from Saudi Arabia for 
some time and was on his way to Jedda. It must have 
been many months since he had seen King Ibn Saud and 
it is my thought that before Mr. Twitchell left Jedda, 
earlier in 1939, the Saudi Arabian Government may have 


asked 
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asked him for a further advance on royalties from the 

company of which he is the manager, the same as it had 
requested from the Standard 011 Company of California. 
Mr. Twitchell and his company in all probability, not 

being able to comply with the request of the King, was 
of his own volition endeavoring to find another source 
from which the King could procure funds, 

Although the question of a loan was not broached 
to me by any of the members of the Saudi Arabian Gov- 
ernment while I was in Jedda, evidence that King Ibn 
Saud was in fact endeavoring to obtain additional 
funds was brought strikingly to my attention in the 
course of conversations with certain officials of the 
California Arabian Standard 011 Company in the follow- 
tne manner : 

When the ship dropped anchor at Jedda among the 
people who came aboard to greet me were Mr. Lloyd N. 
Hamilton and Mr. 0. J. Lenahan of the Standard Oil 
Company of California. The office of Mr. Hamilton is 
in London and he negotiated for the Standard Oil of 
California its Arabian concession of 19335; the office 
of Mr. Lenahan is in Jedda and ne negotiated the con- 
cession of 1959. Mr. Hamilton and Mr. Lenahan had 
been in Cairo several days during the latter part of 


1939 
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1939 and from here went to India. 

While they were in Cairo we had discussed on dif- 
ferent occasions the business interests of the Standard 
O11 of California in Saudi Arabia. Aboard the steamer 
at Jedda Mr. Hamilton informed me that he was returning 
to London, but that Mr. Lenahan was going to San Fran- 
cisco to confer with the leading officials of their 
company. They apologized for not being able to remain 
in Jedda, at least for a few days, while I was there. 
They were sailing on the same ship on which I arrived, 
endeavor ing to find, some place further down on the 
Italian East African coast, a north bound steamer to 
take them on their respective ways to London and San 
Francisco. They told me that Br. Burleigh, who would 
be in charge at Jedda during the absence of Mr. Lenahan, 
would explain to -me in strictest confidence why it had 
become necessary for them to leave so suddenly. I had 
been in Jedda several days before Mr. Burleigh gave me 
the explanation and when he did so he also asked that 
I treat it in the strictest confidence. 

Ibn Saud, the King, was asking for further advances 
from the California Arabian Standard 011 Company, in 
spite of the fact that only five or six months before 


he 
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he had been paid a very substantial sum as the initial 
payment on the 1959 concession. The receipts from the 
pilgrimage for this year had been drastically reduced - - 
only 32,000 pilgrims from outside of Arabia had come to 
Jedda, whereas in a normal year 100 ,000 might have been 
expected to visit Mecca. The war was the principal 
reason given for this decline of pilgrims. 

I was not informed of the exact amount that Ibn 
Saud was suggesting that he be advanced against future 
royalties, but I was given to understand that it was 
something in excess of $1,000,000. While the officials 
of the Standard 011 Company of California had not indi- 
cated that it was their intention to refuse this loan 
to the King, it was however thought best that Mr. Lenahan 
return to San Francisco to discuss the matter in person. 
It is my impression that the company will make the ad- 
vance which the King now seeks, but they have perhaps 
in mind to let him understand that compliance was not 
readily given, believing that the King would later seek 
still further advances. 

It 1s also my impression that the officials of the 
oil company feel that the King could without much dif- 
ficulty, should he feel forced to do so, negotiate a 


much 
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much larger loan from Great Britain and, while the 
officials of the company do not believe the King would 
now be disposed to accept a loan from Great Britain 
because of the political strings which would be attached © 
to it, they evidently do not wish to take too much for 
granted and feel that their interests might best ‘be 
served by advancing the money themselves. 

Because this information was given to me in such 
strict confidence I have preferred to pass it on to 
you informally by letter rather than by a despatch. 


Sincerely y 
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Mr. Butler, Minister-Counselor of the British 





Called today with regard to the situation in Saudi Arabia. 
Mr, Butler recalled that several days ago the Secretary 
had mentioned to Lord Halifax the apparent financial diffi- 


d06e_ 


culties in Saudi Arabia and had intimated that the British 


—— 
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Government might wish to look into the matter to see 


le/is* 


whether it would be desirable to afford King Ibn Saud 
financial assistance. Subsequently the British Embassy 
¥ had learned of Mr. Moffett's proposal for the purchase 
at of petroleum products from Saudi Arabia for the use of 
4! the American Navy. The Embassy had gained the impression 
that if the British Government were willing to make a i 
further contribution to Ibn Saud's finances, the American ; 
Government might then be willing to give consideration to 
the purchase of these petroleum products, the proceeds of 
which would be turned over to King Ibn Saud with a view 

to further supporting his régime. 

Mr. Butler stated that a telegram had now been re- 
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ceived from the Foreign Office stating that the British m a 





Minister ~ 


f 


eo (4e 


Minister at Jedda fully agreed that King Ibn Saud's 
financial situation was bad and that he greatly needed 
assistance. The British Minister at Jedda also expressed 
the view that King Ibn Saud had been perfectly loyal to 
the British and deserved support. Accordingly, the British 
Government had taken steps immediately to increase the 
grants which had been previously made to King Ibn Saud. 
These grants, which had amounted to £800,000,were to be 
increased by £200,000. The British Government expressed 
the hope that it would now be possible for this Govern- 
ment to give further consideration to the possibility of 
granting financial support to King Ibn Saud. Mr. Butler 
said that he understood that the proposal which had been 
made by Mr. Moffett was more or less of a commercial 
proposition but that, although he had no direct instruc- 
tions to say SO, it was the hope of the British Embassy 
here that financial aid could be extended even if not 
on a commercial basis. In this connection Mr. Butler 
strongly stressed his belief that, with the international 
situation as it was, the financial position of Saudi 
Arabia should be considered entirely as a political 
matter and not a commercial matter. 

I stated that I would bring the foregoing to the 
attention of the appropriate officers in the Department. 


In 


‘ofdad 
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In as much as the British Government has now increased 
its subsidy to King Ibn Saudi the question arises whether 
we may not wish to pursue with Mr. James A. Moffett the 
proposal which he made to the President some weeks ago. 

A recent memorandum from the Secretary of the Navy to the 
President indicates that the oil produced in Saudi Arabia 
is not up to the standards required by the United States 
Navy. However, we have gathered in informal discussions 
with officials of Mr. Moffett's company that his organiza- 
tion probably would be willing to furnish oil from Ameri- 
can production fields to build up naval supplies in the 
West Indies, turing over the proceeds to King Ibn Saud. 
The company would eventually obtain a reimbursement by 
taking royalty free oil from its fields in Saudi Arabia. 
In the event you desire to have us pursue this matter 
further we can get in contact with Mr. Moffett or some 


of his associates. Possibly you may wish to discuss the 


a ae 


matter with the President. 
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This te legrant! hue GRAM RECEIXED 

closely paraphrased be=—__ 

fore being — Dated June 26, 1941 


to anyone. 
FROM Reo'd 9:53 am, 28th 


Secretary of State, 


Washington. ; 
825, June 26, 4 p.m. (SECTION ONE) CAMEAR AST Ch, 
The following is a translation from the Arabic of BS 


@ communication dated June 14 at Mecca from the Minister 
for Foreign Affaire of Saudi Arabia which has been handed 
to me by the Secretary of Saudi Arabian Legation in Cairo. 

"I had been expecting Your Excellency to come to 
Jedda to present your letter of credence and intended 
availing myself of that opportunity to discuss with you 
certain matters of interest to us. Having waited for 
some time and realizing that the reasons for your delay 
were doubtless owing to considerations of force majeure = 
I did not desire to delay further taking up with you thes 
subject concerning which I desired to speak to you, \t 
Therefore I am sending you this message through our = 
Legation in Cairo. 

In view of the firm friendship which exists between 
us and the United States the economic ties which bind our 
country with an important and internationally known 


American 
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~R+- 825, June 26, 4 p,m, (SECTION ONE) from Cairo 


American company and because of our mutual sentimente. 
we fecl that we are in a position to set forth to our 

friend the. Amrican Government certain facte regarding 
our coonomic situation, Owing to the present war and 

because of the geographicsl location of our country in 
en important position in the Near East our revenue 


fore being communicated Dated June 326, 1941 
to anyone. (br) FROM ; 
Rec'd 5°20 pem., 28th 


Secretary of State, 
Washington. 


825, June 26, & p,m. (SECTION TWO) 
Which is principally derived from the pilgrimage to the 
holy places has been seriously affected by the small 
nunber of pilgrims who have come. Furthermore our 
country han faced a severe drought because of the lack 
of rain last year and the government was obliged to 
assume the burden of assisting those affected thereby. 
Furthermore to make the situation worse there occurred 
serious torrential floods which increased the plight 
of the victams and the burden on the government. As 
regards the other source on which the country's budget 
depended, it fell short of expectations because of the 
reduction to small proportions of the activity of the 
Amerioan 011 company in exporting the oil obtainable 
from the wells of El Hage in our country owing to 
difficulties encountered by the company because of lack 
of transportation facilities and limitations of the 
world market. This caused the non—exeoution of the 
assistance it, the company, had promised on the strength 

of 


(oT52 


<2» @25, June 26, 4 p.m., from Cairo 


of anticipated exports. 

The above two reasons, namely, the small number of 
Pilgrims and the non-export of 011 in the amount that” 
could be expected on the basis of available supply, 
have droreased our government's revenues greatly and 
impel our asking for the help of the American Government 
in opening a financial credit which would relieve our 
government in this difficult crisis. 

I beg your assistance in communicating the wishes of 
His Majesty the King to His Excellency Mr. Roosevelt, 
the President of the United States, for the opening of a 
credit of $10,000,000 on such terms as His Excellency 
may see fit. His Majesty the King has full hope that 
His Excellency the President may approve this request 
and in that case I shall expect to hear from you 
regarding such means as you may suggest with a view to 
the conclusion of negotiations in\this connection. 

I beg you to cable the message of His Majesty the King 
to the President because of the urgency of concluding 
the matter. 

Please accept, et cetera. 

Signature Faisal, Minister of Foreign Affairs." 

My comments follow. {END MESSAGE) 


KIRK 
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AMERICAN LEGATION 
CAIRO 


254 


Your 827, June 26, 6p. m. 
PERSONAL FOR KIRK 
The subject matter of your 825, June 26, 4 p. m and 
826, June 26, 5p. m. is being given active consideration by 
the appropriate authorities of the Government and I hope that 
Yo it will be possible to send a definite reply in the near future. 


ct ° 
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OF. 51/22 


far 2 LO&lPM 


Enciphered by 
Sent by operator. MI, 
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Sirieilx Confidential 
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To the American Minister, 
Caire. 


The Secretary of State encloses herewith, for the 
strietly confidential information of the Minister, a 
qT 7 of a Departzental memorandum of April 21, 1941, 
JV regarding a@ proposal for the extension by the United 


ye States ef Sgunonte assistance to Saudi Arabia. 


Enelosure: 
Henorendua, April 21, 1941. 
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STRIOTLY QOMPIDENTIAL 


77 


fe the American Minister, 
Calvo. 


The Beeretary of State refers to the Department's 
Anstruction no. 14 of May 9, 1941, and eneloses here- 
with in strict cenfidenee, for the information of the 
Minister, eepies of further memoranda regarding a pro- 


posal for the extension by the United States of financial 
assistance to Saudi Arabia. 


Enolosures: 


1. To the Seeretary, May 10, 1941. 
2. Me of Conversation, 


» 1041. 
. Memorendun, of GOonversation, 
maf 16, 19. 


: FS ae + Boyle, May 16, 1941. 
Fe tecterneninn, 


2 of Conversation, 
1941. 












Genversation, | 


and Mr. Welles, 

of Conversation, 
Geonversation, 

Conversation, . 
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This teleg mh BGRAM RECEIVED 


closely paraphrased be~ Dated June 26, 1941 
fore being commun 


bo anyone. (C) Rec'd 3:32 asm, 
Wines July 1, 1941, 


Secretary of State, 
Washington © 





826, June 26, 5 pele 

STRICTLY CONFIDENTIAL, 

My e2s,] Soe ox. 4 Dem. 

I hope that the Department will see its way clear 
to exploring exhaustively the possibility of extending 
financial aid to Saudi Arabia and to giving its en- 
couragement and support to any feasible pro ject to that 
end. The importance of insuring the sympathy of the 
Arab world at this time cannot be too strongly empha- 
sized and the Kingdom of Saudi Arabia is the aga ORS 
field for American endeavor in that regard. I am Son 
vinced that immediate financial assistance to that/IGo- 
vernment should be regarded as a profitable investiient 
over and above all oo tual business considerations. 

I have noted from the Department's confidential 
instructions Nos. 15 and 14 of May 9, that the question 
of the extension of economic assistance to Saudi Arabia 
by the United States has been brought to the Department's 


attention 
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~2-, #886 from Cairo June 26, 1941; reo'd 5s5@ aete, 

July 1, 1041. 
attention and that proposals have been made envisaging 
both increased o11 purchases as well as financial ad- 
vances through the Export and Import Bank, I made no 
mention of these possibilities to the Secretary of the 
Legation of Saudi Arabia when he handed me the note 
transmitted in my telegram under reference but merely 
asked him to inform his Minister for Foreign Affaires 
that I would communicate at once with my Government and 
that I would be glad to be notified for my personal 
information if any representative of Saudi Arabian 
financial interests was now in the United States who 
might be qualified to facilitate any preliminary in- 
vestigations that might be found possible to initiate. 
He replied that he knew of no such individual but 
would make inquiries of his Governmmt. 

As the matter of extending financial aid to Saudi 
Arabia is regarded as one of urgency I shall appreciate 
telegraphic advice at the earliest possible moment as 
to the nature of the preliminary reply I may make to 
the Saudi Arabian Government in the premises. 


KIRK 
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fore being communicated 
to anyone. (SC) Dated June 26, 1941, 







Rec'd 3:30 
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Secretary of State, g 
Washington. . 

- oO 

womens 

827, June 26, 6 PeMe = wD 

PERSONAL FOR THE ACTING SECRETARY. cures b 


% 
I am asking you to give the matter of Ly 826, 
June 26, 5 pem. your personal attention and if in any 


c 
= 
way possible your support as it offers an opportunity i 
al 


to do something really constructive in these parts he 
and at a cost that will prove a saving in the end. = 
We should profit by the lesson of Iraq and Syria where p. 
some timely expenditures would have made Hitler's job --: — 
harder and ours casier and cheaper. mi 
© 
KIRK : 
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Night letter TR 
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tt 
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AMERICAN LEGATION 
CAIRO 
} 
G1 267 7 
oe \) \ aed 
4 \\ Your 878, July 34 10 pom. 

It is desired that Major Eddy accompany yeu to Saudi - 
Arabia, consequently you are requested te defer your journey = 
umtil he arrives. on 

While im Arabia it will deubtless be pessible te ascertain, “, 

N 
by means of informal inquiries, the King's attitude toward re- ol 


ceiving a mission of agricultural, reclamation and read experts. 
It is the present epinion of Americans having long ex- 
perience ef Saudi Arabia who know the King personally that the 
latter would not repeat net welcome the establishment of a 
consulate at Jedda, as he would censider such a step as a 
reflection upon his dignity and importance. The view has been 


expressed that if we can not or will net epen a legatien at Q 
Jedda, no office at all would be preferable to a consulate. * 
The Department is maintaining an epen mind and desires te take 3 
no decision in the matter until your recommendations are received Ey 
after yeu have personally explered the ground in Saudi Arabia a 
Enciphered by 2 > 
Sent by operator... == M, I, scoramietaaus wy 
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: PREPARING OFFICE TO BE TRANSMITTED 
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Full 
Day totter Washington, 
Night letter 
Charge to @-2e 
$ 
itself. 


If you consider that it would be useful te send an officer 
te Jedda to prepare the way fer your visit who would be with- 
drawn at or soon after its conclusion, the Department has ne 
objection te such a course. However, there is no officer 
available fer assignment te Jedda either permanently er 
temporarily whe possesses all of the qualifications yeu mention. 

The Department doubts whether the offer ef the services 
of a financial adviser would be well received by the Saudi 
Arabian Gevernment as such an effer might well be viewed by 
that Gevernment as a threat to its freedom of action, if not 
to its independence, and might furnish a handle to pro-Axis 
elements. 

Certain difficulties of detail have arisen with respect 
te furnishing a financial credit te Saudi Arabia. Everything 
possible is being done to expedite their selution. 


py 6 104]PM » ne oe 
ag sett i 


1 lc 


ene -- ee e+ 


Sent by operator eenmnnionlieinsmsasmmeien M., Sewn aceedaemend 19____, 





1—1462 U. S. COVERNMENT PRINTING OFFICE 


14823 wit 


TELEGRAM RECEIVED 





MD 

This telegram must be Cairo 

Glosely perephrased. be- 

fore being communicated FROMDeated July 3, 1941 
to anyone, (br) 


Secretary of State, 


Washington. 
878, July 3, 10 pam 

e . weet aoe a 
Department '?s 231, June 20, 8 pem 


I thoroughly mdorse the suggestion that some 
practical gesture of good will towards Saudi Arabia be 
made by our government but in view of the King’s apparent 
reluctance to use the services 2) eZ rgad engineers 
as stated in my telegram sr | LG je have 


no assurance that he would appreciate an’ offer to 
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place government agricultural experts at his disposal, . 
Furthermore even if such experts should be found accepte 
able I doubt whether their purposes could be fully 
accomplished without assistance of a Foreign Service 
Officer established near Saudi Arabian Government at 


Cc 

= 

= 
Jedda and I therefore revert to my previous recommendati'gh 


SEF) sa 


that a consyler officer be sent there even before I = 

may have an opportunity to present my letters, In this 

connection I personally do not foresee the difficulties 

gnvisaged by the Department in an eventual withdrawal of 
such 


2 
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v2 878, duly 3, 10 Pete, from Cairoes 


such an officer in view of fact that Jedda is not a 
place where foreign officials cm be expected to re- 
main for a long time without leave of absenoe and in 
the case of an American consular officer such leave 
might at any time be availed of and protracted to such 
a length that to all intents and purposes the office 
migh be regarded as having closed itself. The real 
difficulty as I see it is in the choice of a suitable 
officer for he should have a knowledge of this part of 
the world as well as of Arabic, should possess sound 
judgment and must have no family tices. 

I wish to add that I consider that the best manner 
in which good will might be shown to Saudi Arabia would 
be a sry Tee to the request contained in my 
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ses,| Sm 


an offer of the services of a financial adviser, I 


PeM, and to this might well be joined 


repeat however that in the event that the presence of 
a consular officer in Jeddea would seem essential as 


@ condition precedente 


KIRK 


FROM % 


KD Cairo 
This telegram must be 


Closely paraphrased bee Dated July 4, 1941 
fore being communicated | 
to anyone. (br) 


Secretary of State, 





Washington.- 
@ 
882, July 4, 9 ae me S 
PERSONAL FOR WALLACE MURRAY. n 
Do you not think something along the lines of oO 
¥ — 
my 878 J July 3, 10 pe me, could be railroaded through? Pe 
Best greetings. o 
KIRK. 
HTM 
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being Com ly bevy: l Use, | 
elas MuUNICatec eee Hse w mete te ae "¢ “| Jul 1941 
AMERICAN LEGATION, 


214 FOR’ KIRK/FR ( MURRAY” 
eee oe a batt 


/ 


You are’ assured that the considerations“and” 


suggestions’ contained in“your’e7e/ July 5% 10 p.m 


F and ethan’ ttoccmne’ avd Fesadvine’ every’ att ention. - 
y, 
Coraial greetings. 
Acting 
\vSte 
S 
GPM: JBJ 
Cas Pe ok i 
Jul 1042, “ 
Enciphered by " 
Sent by operator cepstietinigpiadeingmmenmteyme M., ee 19, 
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KD 
This telegram must be 
closely parephrased be- Dated July 4, 1941 
fore being communicated 
to anyone. (br) Rec'ds 83:07 aeme,6th 


Secretary of State, 
Washington. 
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883,. July 4, 10 a. m 

PERSONAL FOR HONORABLE BRECKINRIDGE LONG. 

I should like to satisfy myself that the con- 
siderations set forth in my 878, ne 3, 10 Pe Mey 
and previous do not languish in Departmental routine 
and that is why I am asking you to read these recent 
messages. It gave me a slight shock to see from the 

rz3s1we brva/ 4e7 
Department's 251| June 20, 8 p. me, that someone 
evidently thinks that in the year 1941 the Department 
should jell on the observations of an inspector in the 


dead day of March 23, 1957. 


KIRK. 
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Secretary of State, 

Washington, 

900, July 7, noone 1 is 

My 826, June 29, 5 f.m., ond 878, July ac Pete, - 
end Depertment's 259, July ae 

The Secretary of the Saudi Arabien Legation 
now informs me that there are no (repeat no) repre= 
sentatives of Saudi Arabian financial interests in the 
United States but suggests that (?) desired information 
from K. 3. Twitchell, American Smelting and Refining 
Company, 120 Brosedway, New York and from the California 
Arabian Standard O11 Company. 

In connection with the various questions relating 
to Saudi Arobia I might add that in the event that the 
Department contemplates some constructive action in thect. 
regard and that my visit there at this time might prove. 
a 


co 
As 
a 


useful it would be possible provided the sitwation here 
undergoes no sudden change to arrange the trip at a 


few days notice, By chartering an aeroplane os far as 


1pn/s goes 


Jeddah I am informed that the journey including a visit 
to the King at Alriad could be mede in ten days or two 
weeks, 


HPD KIRK " 
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To the American Minister, 
Cairo. | 
my Ud 


The Secretary /f State refers to the Department's 
telegram nos 507 of September 26, 5 p.m., 1941 and to 
previous correspondence regarding a proposal to send a 
mission of government agricultural experts to Saudi Arabia, 
and encloses herewith, for the Minister's confidential 
information, copies of certain communications and memoranda 


relating to the matter. 


Enclosures’ 
l. From Mr. Twitchell, ae 
May my 14, 1941. ‘oda / 
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Department's 399, August 22, 8 p.m. 
We of course desire to do anything that can be done 
to lessen King Ibn Saud's inevitable disappointment over 


this Government's decision not to extend financial assistance 





. to Saudi Arabia. In this connection, upon the occasion of 
your forthcoming visit to Saudi Arabia, you may desire to 
state informally that, in case the Saudi Arabian Government 

would welcome a mission as described in the Department's 
231, June 20, 8 p.m., you would be glad to inquire of your 
. Government whether one could be sent. 

For your information, officials of the Departments of 
the Interior and Agriculture state informally that official 
experts on ground water resources, irrigation and agriculture 
are to be had for such a mission and would be made available 

if desired. It appears that the salaries and traveling 
expenses of the experts could not be paid from ordinary 
appropriations, but a request could be made for a grant 


from the QUOTE Emergency Fund for the President END QUOTE 








19, 


3140S =—s«U, &. GOVERNMENT Paintine OFricE 








meme one 


C9 


AT TTT 
ae es ee 
oe 


142 BE 


ase 


af 


12 


£4 
— * 


—~+ 
Bs: 

§ oes 
* 


© 
: 
E 
g 








Se es, 18843 


Le ” pRepamin : : TO BE TRANOMITTED 
a aoe TELEGRAM SENT CONFIDENTIAL cone 
—_ . Beparhuent of State “ 
ale -2- Washington, | 
Night letter 
Charge to 


the purpose of which is in part QUOTE to provide for emergencies 
affecting the national security and defense and for each and 
every purpose connected therewith END QUOTE. 

We have been informed by the British Embassy here - 
that the British Minister at Jidda strongly supports the 
project. 

Mr. K. &. Twitchell, who is doubtless well known 
to the Legation, and who represents Ibn Saud informally 
in this country on various matters, states that the King's 
decision to defer employing American road engineers until 
after the war was not unexpected in view of the expense 
involved and Twitchell's own recommendation that no actual 
construction be undertaken until after the war because of 
the difficulty of obtaining machinery. 

It is understood that Twitchell, in submitting a tele- 
graphic report of his activities on behalf of the King, is 
suggesting that, if the King approves of the idea, the Saudi 
Arabian Government inform the Legation that an offtetal 


mission of experts would be welcomed if it can be sent. 
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SUBJECT: PROPOSED MISSION TO SAUDI ARABIA OF GOVERN- 
MENTAL EXPERTS a RESOURCES, AGRICULTURE 







nied Mr. K. 8S. Twitchell, 
Saudi Arabian Mining Syndicate. . 
Mr. Merriam 6 Ur 
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Mr. Twitchell called to leave, for our information, 
the attached copy of a telegram which he proposed to 
send to the King of Saudi Arabia. 
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DEVISTON OF NEAR AFFAIRS 
DEPARTMENT OF STATE 


Memorandum of Conversation 
DATE: September 20, 1942 


SURJECT: PROPOSED MISSION TO SAUDI ARABIA OF GOVERN. 
MENTAL EXPERTS ON WATER RESOURCES, AGRICULTURE 
AND ROADS 
PARTICIPANTS: ty. x. 8. twa L, 
Saudi Mining Syndicate. 
My, Merriam 
COPIES TO: 





My, Twitehell called to leave fer our information, 
the atteshed copy of a telegren whieh he prepesed te 
fend to the King ef Saudi Arabia, 


BANS 
JEDDA 


MANNING PLEASE REQUEST NAJIB TRANSMIT THE FOLLOWING 
TO KING IBN SAUD QUOTE 
GREETINGS VERY MUCH REGRET STILL UNABLE TO FIND COMPANIES 
TO CARRY OUT YOUR REQUEST OF NEJD WATER DEVELOPMENT AND I 
HAVE BECOME CONVINCED IT IS NECESSARY TO HAVE EXPERTS ON 
WATER SOIL AND AGRICULTURE MAKE EXAMINATIONS AND REPORTS 
ON WHICH PLANS CAN THEN BE MADE FOR ACTUAL DEVELOPMENTS 
CASOC AND UNITED STATES GOVERNMENT OFFICIALS AGREE AND 
CONFIRM THIS OPINION AND WILL ASSIST IN INVESTIGATING 
JASIBILITY OF FINDING SUCH EXPERTS IF YOUR MAJESTY 80 
) BRING JNDERSTOOD THAT SUCH EXPERTS EXAMINATION, 
IF ARRAN , Mi Wott ene ANY EXPENSE TO YOU EXCEPT 
PERHAPS TRAVELING AND LIVE. ‘INSIDE BAUDI ARABIA. IF 
YOUR MAJESTY APPROVES PLAN FOH' AMERICAN OFFICIAL EXPERTS 
YOU MAY DESIRE TO INDICATE INFORMAELY TO AMERICAN MINISTER 
AT CAIRO WHEN HE VISITS SAUDI ARABIA OR THROUGH YOUR MAJESTYS 
LEGATION AT CAIRO THAT SUCH EXPERTS WILL BE WELCOME IF THEY 
CAN BE SENT. I WILL ALSO COMMUNICATE YOUR WISHES TO STATE 
DEPARTMENT HERE IF YOUR MAJESTY 80 DESIRES. SALAAMS 

TWITQELL 
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JEDDA 
MANBING PLEASE REQUEST NAJIB TRANSUIT THE FOLLOWING 

TO KING IBN SAUD QUOTE 
GRERTINGS VERY MUCH REGRET STILL UNABLE TO FIND COMPANIXS 
TO CARRY OUT YOUR ABQUEST OF NEJD WATER DEVELOPMENT AND I 
HAVE BRGOUK CONVINCED IT IS NECESSARY TO HAVE EXPERTS ON 
WATER GOIL AND AGRICULTURE WAKE EXAUINATIONS AND REPORTS 
ON WHICH PLANS CAN THEN SE UADE FOR ACTUAL DEVELOPMENTS 
CASO AND UNITED STATES GOVERNMENT OFFICIALS AGREE AND 
CONFIRM THIS OPINION AND WILL ASSIST IN INVESTIGATING 
POSSIBILITY OF FINDING SUCH EXPERTS IF YOUR MAJESTY 80 
‘If BRING UNDERSTOOD THaT SUCH EXPERTS XAAMINATION, 

ARELD WOT CaUSH ANY ZXPENSE TO YOU BXCRPT 
WMA LIVING INSIDS SAUDI ARABIA. IP 
YOUR iil RUMOR AMERICAN OPFICIAL EXPERTS 
YOU WAY DSIRE 10 HUA MMNUMMALY TO AMERICAN MINISTER 
AT CAIRO WHEN Hi VISITS SARNEMMEUMMIE DOUGH YOUR UAJESTYS 
LEGATION AT CAIRO THAT SUCH 2 SMNNEOD® WELCO.E IF THEY 
CAN BE SENT, I WILL ALSO COMMNICATE MOR WISHES TO STATK 
DEPARTMENT HERE IF YOUR MAJESTY SO DESINES. SALAAMB 
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Your 100,, GQidiee3, 1 p. me y “i 
~ 
t thoroughly appreciates the desirability of ~ 
Saudi Arabia and the seep is receiving every 
al, @@ifri culties apparen ly make impossible an un- 
rom this Government to that of King Ibn Saud, but 
the Reconstruction Findne} Corporation is considering means whereby 
credit may be extended agpinst collateral in the form of futulre 
delfiveries of petroleum products. A decision is expected very 
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sh tly. ? 
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Arabianl Legation that its request is receiving the closest atten- ct al 


* ¢ 
tion of this Gqvernment and that a reply will be made at the 
, 


earliest possible moment. : 


of} ) 
: x" “3 e 
8909. 51/29 CR 


) ae 
2 
eda 29 1941PM ; 





Eneiphered by — as | Me 
| Se Cee na 


114623 U. S, GOVERNMENT PRINTING OFFICE 








p of g4yact cs when employed by the other side, It is not 


i- 


- a TELEGRAM RECEIVED y pmlge 


i we . ldie7 pay af! 





 laheatie: Cairo 
fae" A communicated ‘Dated July 235, 194) 
to anyone. (8C) | @ 
* 345 p.m., 24th. 


Secretary of State, 


Dd \ 
Washington. © 4 Jbl 1941 
il , sls. MR, WELLE 


1004, July 23, 1 p.m. 
THE lay SECRETARY. if 
My 827, «40. SI, 34 m. and Department's 287, | 
July 11, 10 pom. last paragraph. 
I feel I must again emphasize the importance 
of a favorable and prompt action on the matter of 
financial aid to Sandi Arabia, The Saudi Arabian 


6¢/1S°343068 


Legation here has again approached me with a view 

to expediting a reply to the King's request for a 
loan and it is clear that further delay will detracm | 
from the beneficial effect of whatever we may ulti-s, 
mately do. I realize that there must be technical 3 
difficulties involved but it seems that they have 
been overcome in other instances and if my word counts 
I can only state categorically and emphetically that 
a failure to make this gesture at this moment will 
constitute a dieregard of realities in an area where 


we constantly confronted with the success of such 


merely 


hd Tetyuepyues/ Sd 


q@= 004, July 23, 1 p.m, From Cairo. 


merely 4 question of buying support but chiefly one 
of preventing a recourse to other sources of support 
and that we should try to prevent everywhere regard- 
less of the relative insignificance or geographical 
remoteness of the factor involved. In my opinion a 
great deal of unnecessery damage has resulted here 
from a deplorable absence of a reslistic sense on 
the part of the democracies and I am ready to go to 
the limit in advocating a step which in the present 
scheme of things is so little and holds such benefi- 
cial potentialities within ite limited context. 


KIRK 


AMERICAN LEGATION 
CAIRO | 


eT nd 


Your 1004, July 23, 1p. m., and previous telegrams on 
eee of extending financial assistance to Saudi Arabia. 
The Department has examined this matter from every angle 
and it has received the consideration of the President, the % 
Secretary of the Navy, the head of Lend-Lease, and the Federal 
Loan Administrator. The sum and substance of the conclusions 
reached are that this Government is not (repeat not) in a 
position to make any advances to the Saudi Arabian Goveriuamat 
or to buy any Arabian oil whether produced or in the ground. 
The President requested Mr. Jesse Jones to inform the British 
of his hope that the British could take care of the financial 
needs of King Ibn Saud. Mr. Jones did so and made the request 
that the British Government supply to the King such funds as it 
should feel are desirable and necessary. 
In replying to the note of the Saudi arabian Minister of 
Foreign Affairs transmitted by your 825, June 26, 4 Dp. Mm, 


you are authorized to state in substance as follows: 
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This Government fully realizes that the existing inter- 
national situation has affected Saudi Arabia in a manner to 
cause financial problems. As the Saudi Arabian authorities 
are doubtless aware, the United States Government and the 
British Government are currently extending economic and financial 
assistance to certain countries, and this country is affording 
assistance to Great Britain on a very large and comprehensive 
scale. 

The question of furnishing a credit to Saudi Arabia has 
been given the most earnest and sympathetic consideration by 
the President and high-ranking officials. However, it is 
felt that owing to the large number of countries and the vast 
extent of the areas included in the program of economic assist- 
ance, it is impracticable for this Government to cover the entire 

gh fiend, and @8@8 a division of effort is necessary. In this 

connection, it is understood that the British Government has 
already afforded financial assistance to Saudi Arabia. 

Needless to say, the continued independence of Saudi Arabia 


and the well-being of its people are considered to be of great 
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importance, and the Government of the United States has the 
highest appreciation of the achievements of King Ibn Saud in 
unifying and developing his country and maintaining its 
liberties. On the other hand, the Saudi Arabian Government 
will doubtless appreciate that it is natural and logical for 
this Government to devote its main efforts toward assisting 
those countries which are actively resisting external ag- 
gression, or which for geographical reasons are important to 
the national defense, 

The Saudi Arabian Government may feel that there are 
other ways in which this Government could be of assistance, 
in which case they could’ be discussed with the American Minis- 


ter on the occasion of his forthcoming visit. 
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Secretary of State, 


' 
1260, August 30, 4 p.m. 
Prom a perusal of Department's 599, August 22, 





8 p.m, I gather thet there are factors other than 
the actual mePites of the case which are regarded as 
precluding the extension of American financial aid 
to Saudi Arabia, It may be presumed that the Saudi 
Arabian Government will so infer and that no explana- 
tion will negative that impression or mitigate the 
repercusgion of the refusal to respond to ite appeal 
Especially after the lapse of time during which it 
has apparently been under consideration. 

With reference to the Department's specific sug 
gestions as to a reply to the Saudi Arabian Government 
I wish to submit the following observations, 

One. The reference in paragraphs one and two of 
the suggested reply to the division of effort between 
the American and British Govergments would almost cer- 
tainly suggest 4 division of hemi spheres of influence 
under whieh the United States would appear to be re- 
 @igning to the Britieh #11 initiative in the Near East 


; generally 
4 





; ta(sy 


~2- 1260, August 30, 4 p.m, (SECTION ONE), From Cairo, 


generally and in Saudi Arabia particularly. Given 
the unhappy position in which the British have been 
placed by identification with the system of colonies, 
mandates and protectorates not to mention the Pales- 
tine iseue I believe that the conveying of such an 
impression whether intended or not would be most 


unfortunate. 


KIRK 
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Secretary of State, 
Washington. 


1260, August 30, 4 p.m. (SECTION TWO) 

Two. The reference in Paragrovh Three of the 
a@roft reply to the inactive role of Saudi Arabia in 
respect of the war and its lack of geographical im- 
portance might well be regarded by Ibusoud as . 
gratuitously offensive if incorpcroted in the reply. 
Not only has Saudi Arabin stood out as the one Moslem 
country which has not given couse for anxiety or worse 
in respect of the prosecution of the war but it has 
consistently exerted a stabilizing influence on neighbor- 
ing Méslem countries. Given the position of prestige 
which Ibnsaud holds among his co-religionists by virtue 
of being the custodian ci the Holy places of Islam as 
well as by virtue of his seranculike, the situation in 

the Mf@dle East at this time might well be worse than it 

is if he had follen under the Axis spell os have most 
Moslems in Iraq, Iran, Syrian ond Egypt. The fact that 
Saudi Arabin was ong of the countries which the British 
deemed it desiroble to notify regarding developments in 


Iran 


’ 18792 


~2~ #1260, August SO, 4 pem.(SECTION TWO), from Cairo. 


Iran is not without significcence in this connection. 
Finelly, as regords the geographic importance of Saudj 
Arabia, both in the present and in the foce of future 
developments, its central position in the Arab world as 
well as on world trode routes, particularly sea and six, 
would hardly seem to require ‘emphasis. 

I suggest, inevetene, that I be authorized to submit 
a reply merely explaining that despite the carnest and 
sympathetic consideration given this matter by the sis 
President and high ranking officers of the American Govern-") . 
ment it has been found impossible to formulate a plan 
within the ‘‘ramework of existing financial legislation 
and policy by which the American Government can at this 
time give financial assistance to the Government of Saudi 
Arabia. It would be added, however, that the American 
Government fully realizes the adverse effect caused in 
Saudi Arabio by the existing international situation and 
that under the circumstances the American Government in 
expressing its regret in not being able to accede to the 
present request of the Saudi Arabion Government desires 
to give assurance of its willingness and disposition to 
cooperate with the Saudi Arabian Government in any way 
possible within the framework of existing laws and 

regulations. 


, -lerg3 
ro $0, 4 pems(SECTION TWO), 





from Cairo. 








egulations. In this way it would appear that the 
stneibilities of the Saudi 4rabion Government would be 
pared insofar os possible ond the record would not be 









houded if and when it should be decided that it is 
tor awhile for the American Government to manifest 
interest in Saudi Arcebia in the only way which apparently 


its Government wishes and understands. 


KIRK « 
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GS 3 : 
Your 1260, August 30, 4 p.m. 


The decision not to grant a credit to Saudi Arabia 
was based on the actual merits of the case and notwithstanding 
the hope expressed by the British that such a eredit would 
be made by this Government. It was the considered view 


* . of the President that financial -ssistance to Saudi Arabia 


: would take us too far afield and that the British have more 
reason than ourselves to look after its financial needs. 

The reply suggested by the Legation would not give 
the real reason underlying the decision and would th fefore 
be lacking in frankness. Moreover, it does not seem con-~ 
vincing. The Saudi Arabians would perhaps feel, with some 
reason, that we could place the matter inside our frame- 
work of legislation or policy if we felt it necessary or 
strongly desired to do so. The Legation's suggested reply 
is brief and might be considered curt, particularly by 
Arabs. 

It would be undesirable to convey an impression that 
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. subsequent request for financial assistance, in existing 
circumstances, would result more favorably than the present 
request. 

There is no objection to the Legation's final formula 
relating to the possibility of other requests not along 
strictly financial lines, but it appears to be somewhat 
more restrictive than the one proposed by the Department. 

We doubt whether an interpretation such as mentioned 
in your numbered paragraph one is justified by the language 
used in the first two paragraphs of our draft, which is 
intended to be a polite statement of the decision and of 
the reasons underlying it and means exactly and no more 
than what it says. 

As regards paragraph three of our draft, Saudi Arabia 
certainly cannot be criticized for not fighting so long as 

_ it -ts umattacked. On the other hand, the Saudi Arabians 
should not find it difficult to realize that our aid must 
be concentrated upon those countries which have been attacked 
and are actually fighting, and upon non-belligerents which 
are geographically important to us for reasons of national 
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defense. The fact that Saudi Arabia is of more political 
and strategic importance to the British Empire than to this 
country has long been understood by the Saudi Arabians, and 
was perhaps the main consideration in-eranting oil concessions _ 
to an American company. 

You are authorized to draft and forward what you 
consider a suitable reply to the Saudi Arabian Government, 
but, in the formulation of the response, consideration should 
be given to the foregoing remarks, which are advisory in 


character and are transmitted in the thought that they may 
prove helpful. Telegraph text of reply when made. 
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NEAR EASTE ERN’ AFFAIRS J 


Mr. James A. Moffett telephoned to me 'yesterday 
afternoon with further reference to the proposal to 
accord financial assistance to King Ibn Saud through 

the purchase by the United States Government of petroleum 
products which Mr. Moffett's company would produce and 
process. Mr. Moffett outlined at some length the history 
of this proposal. He began by pointing out that the 
financial and economic situation in Saudi Arabia was 
becoming more and more desperate. Only within the past 
week his company had been obliged to advance a further 
sum of $500,000 to Ibn Saud's Government. This made‘a 
total advance of $7,300,000 to be recouped from future 
oil royalties. 

Mr. Moffett stated that his original proposal to 
the President was that this Government advance funds to 
King Ibn Saud, security for such a loan being oil in the 
ground in Saudi Arabia. According to Mr. Moffett, the 
ane told him that this Government could not = 


; "oil o | 
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"oil in the ground", but that it would be willing to con- 
sider the purchase of finished products which could pre- 
sumably be brought from the Persian Gulf in Danish tankers 
under the control of the Government and used to build up 
supplies in our new naval bases. Mr. Moffett said that 
at the President's request he had drawn up the memorandum 
which subsequently was sent over here by the White House. 

It was Mr. Moffett's understanding that the President 
was greatly.interested in this proposal, which Mr. Moffett 
described as similar to the Tung oil arrangement made 
with China. Mr. Moffett seemed to feel, however, that 
the proposal in regard to Saudi Arabia was more sound 
than the Tung oil arrangement since there would be one 
hundred percent security. 

Mr. Moffett also pointed out that his proposal to 
the President involved our urging upon the British that 
they increase the subsidy which they were granting to 
Ibn Saud. For his strictly confidential information I 
told Mr. Moffett that I understood that you had recently 
mentioned this aspect of the matter to the British Am- 
bassador, who would presumably pass the suggestion along 
to his Government. 

Mr. Moffett then requested that I bring this whole 
matter urgently to your attention with a view to reach- 


ing 
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ing a decision as soon as possible. He said that it had 
been his understanding that if the proposal was approved 
in principle the President would then ask him to work 
out the details with the Navy Department and with the 
Treasury or the Lend-Lease organization. 

I am at your disposal to discuss this question when- 
ever you desire. Mr. Moffett hoped that we could give 
him a reply at an early date, and he stressed the fact 
that his company could no longer continue to make these 


large advances to the Government of King Ibn Saud. 
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Mr. Moffett telephoned today—to inquire whether 
any action had been taken with respect to the proposal 
he had made to the President for the purchase of oil 
from Saudi Arabia and the advance of funds to the Saudi 
of Arabian Government. I told Mr. Moffett I understood that 
4 the Secretary had taken a memoranéum which this Division 
had prepared covering a conversation which he had last 
Friday with Mr. Murray to the White House for discussion 
with the President, but that we had no information as yet 
as to the results of this discussion. Mr. Moffett naked 
that as soon as we had word we telephone to him, 

Mr. Max Thornburg, another Vice President of the 
Company, then came on the wire and said that Sir Vivian 
Gabriel, a member of tlie British Air Mission and a British /\ 

2 ogtictar ap. 
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official of long service in the Near East, had recently 
discussed with him certain problems relating to Saudi Arabia. 
Sir Vivian had mentioned particularly the interest which he 
and Mr. Nevile Butler were taking in the activities of 

Dr. Chaim Weizmann in this country. Sir Vivian told 

Mr. Thornburg that he and Mr. Butler were apprehensive 

that Dr. Weizmann's activities would have a most unfortunate 
repercussion in Saudi Arabia and other Arab countries. 

From there the discussion led to Mr. Moffett's proposal 
concerning the advance of funds by this Government. to 

King Ibn Saud against the production of oil. Sir Vivian 
had shown a great interest in this proposal, and only 

this morning Mr. Thornburg had received a letter from him 
regarding it. Mr. Thornburg said that on his next visit 

to Washington he would like to bring Sir Vivian to the 
Department to meet some of the officials here. 


Later in the morning the Secretary's Office telephoned 
to say that as a result of the conversation which the 
Secretary had had with the President in regard to the matter 
referred to in the first paragraph of this memorandum it 
had been decided to take no action until it was seen what 
the British Government was prepared and willing to do. 

This information was passed on to Mr. Moffett, who said 
that he and his associates would endeavor to see whether 
they could not induce the British Government to take some 


action. 
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Mr. Thornburg came in today to say that, as he had 


told us yesterday, Mr. James Moffett had an interview 
with Secretary of the Navy Knox yesterday afternoon in 


i¢/1S°O68 MS 


regard to the plan of financial assistance to Saudi 
5' arabia. Secretary Knox, according to Mr. Thornburg, 

$ #4 expressed the opinion that the plan was purely a political 
matter and one in which the Navy would not be interested 
one way or the other at this point. Secretary Knox felt y 
however, that if the plan was approved as a political <. 
matter there was no reason why the Navy Department could ; 
not proceed with discussions regarding methods of putt: 
the plan into effect. Apparently Mr. Moffett pressed , 
Secretary Knox to take some further action, and as a \ 


result 3 
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result the latter agreed to discuss the matter with Mr. 
Jesse Jones. That discussion, so I understand, is to 
take place today. 

Mr. Thornburg went on to say that the company's repre- 
sentatives in Saudi Arabia had taken up informally with 
King Ibn Saud the question of sending a message to the 
President requesting financial aid. Apparently the King 
was willing to send such a message provided he received 
some measure of assurance that his request would be acted 


upon favorably. Mr. Thornburg asked whether I felt that 


-now was the time for such a message to be sent. I told 


him it was my personal view that it would be better to 

have the situation explored further here so as to deter- 
mine whether there actually was some possibility of carry- 
ing out the plan. If there did seem to be some possibility 
of putting the plan into effect then it might be in order 
for his aprenentatives to advise the King to send such 

a message. 

Mr. Thornburg indicated that he was going to discuss 
this whole question with some of his British friends with 
a view to seeing what, if any, action they proposed to take 
with a view to axtendtee further assistance to Ibn Saud. 

In this connection Mr. Thornburg stated that it was his 
understanding that the British Government had agreed about 


a year ago to grant the Saudi Arabian Government a credit 


of 
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of &400,000, one-half of which was to be used at once and 
the balance in the autumm of 1940. More recently, so he 
understood, the British had agreed to open a similar credit 


for use during the calendar year 1941. 
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matter I mentioned to you the “vise 


PREY fidinate 
possible extension of financial Are King Ibn 
Saud. 


The gist of the proposal is summed up on the first 2 
page of the top memorandum. It is our understanding 84) 
that the President asked Mr. Moffett to draw up this 3 
proposal under which the Navy would be able to acquire . 
substantial stocks of petroleum products to be used in = 
the new bases. The funds used to purchase this petroleum a 
would be turned over at intervals to King Ibn Saud to keep 
his economic organization running. Everyone seems to 
agree that the King is in urgent need of assistance since 
his ordinary income from the pilgrim traffic and duties 
on imported products has been substantially reduced. As 
appears from the attached papers, the oil company has al- 
ready advanced the King $7,300,000 to be recovered from in 
future royalties. = a 
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THE SECRETARY OF THE NAVY 
WASHINGTON 


May 20, 1941 


MEMORANDUM FOR THE PRESIDENT: 


Recently you sent me a memorandum concerning the 
matter of giving some financial assistance to King Iben 
Saud through the medium of purchasing $6,000,000 annually 
of petroleum products for the next five years. 


I have had an investigation made of the oil produced 
in Saudi Arabia and find that its quality is not suitable 
for Navy use. The gasoline has a very low octane number, 
about 70, which corresponds to a second grade gasoline, 
It could not be used in airplanes and normally could not 
be used for ordinary purposes. 


The Diesel fuel oil has an octane number of 55, but 
on account of its high sulphur content Navy men say it 
is inadvisable to use it and do not recommend it. The 
sulphur content runs between 1.5 and 1.9%. Navy speci- 
fications have a maximum limit of sulphur of 1%. I am 
told the sulphur would have a very deleterious corrosive 
effect on the exhaust system, 


This high sulphur content also operates against the 
use of the fuel oil for Navy purposes. In the case of 
fuel oil, the sulphur content is 3.9% and the Navy speci- 
fications have a limit of 1%. 


I appreciate the gravity of the situation in the 
Middle East and if needful, would be glad to see the small 
sum of money under question devoted to securing the mili- 
tary support of King Iben Saud. I do not believe, how- 
ever, there is any sound business reason for mixing that 
help up with the purchase of the type of oil produced in 
that field. 


FRANK KNOX 
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Mr. Hamilton telephoned to me at my home last night 
to say that he had just learned that Mr. James A. Moffett, 
art 


S Vice President of the Standard Oil Company of California, 
% oh” had had a talk yesterday with Mr. Harry Hopkins. Mr. 

\ Hopkins said that he had discussed with the President 
the question of extending financial assistance to King 
Ibn Saud and that the President had given him the "green 
light", It was Mr. Moffett's understanding that Mr. 
Hopkins would now discuss the matter with Mr. Jesse 


Jones. Mr. Hamilton said he was passing this informa- . 2 


tion along to us for our use and so that we might take 


such steps as we thought necessary or desirable. 
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Mr. Hamilton called today and said he had now re- 
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ceived from the company's representative at Jedda in- 
formation regarding the extent of financial assistance 
which was being afforded to King Ibn Saud by the British 
Government, According to this report the British have 
recently given Ibn Saud an additional grant of &200,000. 
(This same information was furnished the Department a 
few days ago by the British Embassy in Washington.) 
According to Mr. Hamilton, the British had now granted 
Ibn Saud the following amounts: 

Beptember 1940 +. 200,000 

January 1941 ..1. 200,000 


May 1941 ........ 200,000 aT) EP 
Due September 1941 .. 200,000 i 2 
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to £1,000,000. In addition Mr. Hamilton said that his 
information indicated that the British Government had 
agreed to mint for King Ibn Saud 10,000,000 rials. Of 
this amount 1,000,000 had already been minted and was 
on the way.to Jedda. The remaining 9,000,000 would be 
minted and sent forward in the near future. This 
10,000,000 rials was worth in local purchasing power 
approximately $3,000,000 and would of course be of 
distinct help to King Ibn Saud. The silver content 

of the coins is, of course, less than the amount last 
mentioned, but is probably somewhere in the neighbor- 
hood of from $1,000,000 to $1,500,000. The British 
Minister at Jedda, when asked by the representative 

of Mr. Hamilton's company as to terms of payment for 
these coins, stated that no terms had been arranged 
and that the Arabian Government would be called upon 
to pay for the pedox "only if and when they can com- 
fortably do so", 

The foregoing indicates clearly that the British 
Government is fully alive to the importance of extend- 
ing financial assistance to King Ibn Saud and that it 
is taking definite measures with a view to his support. 
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Mr. Hamilton telephoned today to say that Mr. James - 
Moffett had seen Mr. Jesse Jones yesterday in regard to _- 
™~ 
the proposed financial assistance to King Ibn Saud. = 


+ Mr. Jones had told Mr. Moffett that the President had 
\ approved the project but that he (Mr. Jones) did not see 
as yet how it could be handled under the Lend-Lease Act. . 
Mr. Jones said, however, that he would try some other way 
in taking care of the matter. He asked Mr. Moffett 


—y 


numerous questions regarding the organization of the % 


company, the situation in Saudi Arabia and the need of the 
King for financial assistance. Mr. Hamilton concluded by 
saying that he expected to obtain additional information 


H Yu/Sd 


either tonight or tomorrow which he would pass on to us. nv 
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1941, the subject of Mr. Kirk's personal telegram No. 827 


of June 26, 6 p. m, is a request from the Saudi Arabian 
Government for a financial credit from the United States 
Government of $10,000,000. 

Mr. Kirk forwarded this request by his telegram 
No. 825/of June 26, 4 Pe. me, and strongly recommended 
favorable action in No. g26/or June 26, 5 p.m. Both of 
these messages are attached. 

This Division is thoroughly in accord with Mr. Kirk's 
views. In fact, the matter was brought to the attention 
of the Department some time ago by American business in- 
terests in Saudi Arabia and discussion has since taken 
place with those interests and with the British Govern- 
ment. Ibn Saud's chief sources of revenue are the 
pilgrim traffic and oil royalties. Owing to circumstances 
arising from the war both of these sources have pretty re 
well dried up. The British Government during 1940 and .. 
thus far during 1941 has made grants to Saudi Arabia Fs 
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totaling B 1,000,000, It considers Ibn Saud perfectly 
loyal, believes that he deserves support, and expresses 
the hope that it will be possible for the United States 
Government to give him some kind of financial assistance. 
The view is taken that in present circumstances the finan- 
cial position of Saudi Arabia should be viewed as a po- 
litical and not as a commercial matter. 

We understand that the President has expressed his 
approval in principle of the project to Mr. Harry Hopkins 
and that the latter and Mr. James Moffett, Vice President 
of the Standard Oil Company of California, have discussed 
it with Mr. Jesse Jones, who is now seeking a way in which 
to handle the matter. It is our understanding that hither- 
to about $6,000,000 has been under consideration. It is 
noted that the present request of the Saudi Arabian Gov- 
ernment is for a credit of $10,000,000. 

Under the circumstances, Mr. Berle may desire to 
get in touch with Mr. Jones in order to tell him of the 
formal request for $10,000,000 which has now been re- 
ceived from Saudi Arabia, and to inform him of the De- 
partment's sincere hope that a way will be found to 
take prompt and favorable action in regard to it. 

Attached is a suggested telegram to Mr. Kirk 


Sista to take care of the immediate situation, for Mr. Welles’ 
signature. 
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While calling today on another matter, Mr. Butler 
said that he had just had word from his Government that 
the ten million rials which the British Government was 

¢\ minting in India for King Ibn Saud would be given to the 

gah King without charge. Previously it had been expected that 
the Saudi Arabian Government would be asked to pay for en 
these coins. Mr. Butler said that the bullion value of | 
the coins was somewhere between one and a half million nae 
two million dollars. He pointed out this was a further ™ 
evidence of the desire of the British Government to assist 
the King and it was hoped of /course that the United States 
Government could also see ite way clear to offer financial 
assistance to Saudi Arabia. 
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Mr. Lloyd Hamilton and Mr. Fred Davies, both o 
Standard Oil Company of California. 
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Mr. Hamilton and Mr. Davies called to furnish 
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information regarding developments in connection with 

the program of extending financial aid to the King of 
Saudi Arabia. Mr. Hamilton said that it was his under- 
standing that at the time of the last exchange of views 
between Mr. Jesse Jones and Mr. James A. Morrett™. 

Mr. Jones had expressed the view that it would be diffi- 
cult for him to extend direct financial aid to Saudi Arabia 
but that probably something could be done under a commer- 
cial arrangement. Mr. Jones had said, however, that he 
was still exploring the possitilittes of teking.astion..__U 
under a direct aid arrangement. I told Mr. Hamilton — ,.> 
that this information corresponded with that which we co BE 
had received from Mr. Jones' office. Mr. Davies said A 4 
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he wondered whether the Government would be willing to 
have aid extended to King Ibn Saud through a commercial . 
arrangement since the money would in that case presumably 
be paid to him by the Standard 0il Company of California. 
I said I thought that some arrangement mutually satisfactory 
could be worked out even if the money were turned over in 
the first instance to the Standard 01il Company on a secured 
basis. 

Mr. Davies remarked that his company had just recent- 
ly agreed to make a further advance of one million dollars 
to King Ibn Saud and that this money would probably be 
turned over within the next two months at the rate of 
tive thoasend dollars a month. Mr. Davies added that 
the company had just received a telegram from their repre- 
sentative in Arabia stating that King Ibn Saud was still 
interested in Mr. Twitchell's proposed plan to send out 
to Saudi Arabia a group of Government experts to advise 
on irrigation and conservation plans. Both Mr. Davies 
and Mr. Hamilton agreed, however, that it would be best 
to hold any such plan in abeyance until a decision had 
been reached on the more urgent and important question of 


financial assistance. 
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Mr Berle: 


You may be interested in the attached 
account of our latest conversation with the 
Standard Oil of California people regarding 
the Saudi Arabian loan question. As you 
will see, we have made some progress in 
clarifying the igaue, especially with regard 
to the commercial aspects. 


Would you feel that we might pursue 
this further with Mr. Jones with a view to 
bringing out some of the angles of the 
Near Eastern political situation involved? 


I personally feel that it would be 
all to the good if this loan could go through 
provided it is handled as a commercial 
operation and not as a "political loan", 


\ 
jr . F \ 
( \ ° 
\ Wallacé-Murray 
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Mr. Hamilton and Mr. Davies called yesterday. a 
Mr. Hamilton said that he would like to inform the O1 


Department of the most recent developments in connec- 
S\- tion with the proposal of extension of financial 
54° assistance to King Ibn Saud. He stated that about 
a week ago he and Mr. Davies had gone to New York to 
discuss this whole question with officials of the 
company. As a result of that discussion a letter had 
been drafted to Mr. Jesse Jones setting forth the com- 
pany's viewpoint. Mr. Hamilton. and Mr. Davies had 


taken this letter over the past weekend to discuss 
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with Mr. James A. Moffett at his summer home at White 





Sulphur Springs. At that conference it was agreed 


‘dlod 


that Mr. Moffett, accompanied by Mr. Rogers, President 

of the Texas Oil Company, would present the letter to 

Mr. Jesse Jones. This was done in a conference on Monday 
lasting about two hours. Mr. Jones pointed out that he 
had up to the present been unable to find any way by 
which he could extend direct financial assistance to 
Saudi Arabia. He thought it might be possible, however, 
to extend such assistance provided collateral could be 
arranged, Apparently both Mr. Moffett and Mr. Rogers 
felt that such collateral could be forthcoming in the 
shape of deliveries of petroleum products for the use 

of the American Navy. Both Mr. Rogers and Mr. Moffett, 
however, expressed the view to Mr. Jones that it would 

be undesirable to handle this matter on a purely com- 
mercial basis in such a way that the funds to be turned 
over to Saudi Arabia would be handled by the Standard Oil 
Company rather than by the United States Government. In 
other words, they both attached great importance to a 
direct extension of credit to King Ibn Saud but agreed 
that such credit» should be secured by deliveries of 
petroleum products. According to Mr. Hamilton, Mr. Jones 
said that he would be glad to explore this suggestion 
and let Mr. Moffett know his decision within the next 


two or three days. 


Later 


Later in the day I saw Mr. Moffett and he confirmed 
all of the foregoing statements and added that from his 
own conversations with the President he was certain that. 
the latter desired something to be done in the way of 


working out financial assistance for Saudi Arabia. 
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Mr. Butler said that while calling on Mr. Jesse 


Jones on another matter recently he had brought up the 
question of financial aid to Ibn Saud. Mr. Jones had 
S\ shown Mr. Butler a brief memorandum ,which Mr. Butler 
7 thought had been initialed by the President, stating 
that the problem of financial assistance to Ibn Saud rr 
seemed to be largely a British question and that Saudi > 
Arabia was “along way away from the United States" € 
Mr, Butler therefore had obtained the impression that _ 
this Government would be unlikely to extend aid to Saudi 
Arabia. | 
It was explained to Mr. Butler that the only in- 
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formation we had had been obtained from representatives " 
of the Standard 0i1 Compaiky~ef-Oelifornis who, in a %) 
( recent * 
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recent conversation with Mr. Jones, had obtained the 
impression that it might be possible to work out some 
sort of a loan to Saudi Arabia provided satisfactory 
collateral could be obtained in the way of deliveries 
of petroleum. Mr. Butler said he sincerely hoped this 
could be done since, although the British could un- 
doubtedly furnish financial assistance, they considered 
it most important for Ibn Saud to realize that the 
British were not hts only friends but that he could 


also look across the Atlantic for assistance. 
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FEDERAL LOAN ADMINISTRATOR August 6, 1 aad 


MEMORANDUM TO THE SECRETARY OF STATE: 
+ 


You will recall that James A. Moffett, Chairman of the Board of the 
California-Texas 011 Company, Limited, New York, which is jointly owned by the 
Texas Corporation and Standard 011 Company of California, appealed to the 
President for assistance to be furnished by the United States Government to 
the King of Arabia since his normal source of income has been cut off and his 
demands continue beyond the ability of the o11 company to make further advances 
toward the payment of future oil royalties. 


It is represented by Mr. Moffett that the oil companies have advanced 
the King of Arabia some $6,000,000 or $7,000,000 to pay the royalties on future 
{ypeetnetton. The royalty is at the rate of 20¢ a barrel. 


“an fhe President referred the matter to you and later to the Secretary 
of the Navy in the hope that the Navy could buy oil, but it developed that the 
oil produced there is not suitable for the Navy and, furthermore, that not 
enough of it could be gotten to the Navy to be of any use. 


Mr. Hopkins sent the file to me some weeks ago with the statement that 
the President would like to be of some assistance in the situation if a way 
could be found; that he did not feel that he had a right to use Lend-Lease |( 

| } money for this money for this purpose. 


The RFC has no authority to give money to the King of Arabia or to buy 
oil in the ground in Arabia in the expectation that it could ever be delivered 
to the BFC. 


When I spoke to you about the matter, you told me that you had 
requested the British to look after the King and that they had been advancing 
him funds. Prior te our closing the loan of $425,000,000 to the British Govern- 
ment, I spoke to Lord Halifax on two occasions about this matter, also to Sir 
Bdward Peacock, Sir Frederick Phillips, and Mr. Carlyle Gifford. The President 
wrote me the following note, which I showed to Sir Frederick Phillips, with the 
request that the British Government furnish the King of Arabia with whatever 
funds it felt were desirable and necessary; that the United States Government 
was not in a position to make any advances whatever to the King of Arabia, or 
to buy any ofl in the ground in Arabia: 
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Will you tell the British I hope 
they can take care of the King of Sauéi- 
Arabia. This is a little far afield for 


us! 
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I am sending you separately a 
memorandum of conversation we had in this 
Division on August 7 with two officials 
of the Standard Oil Company of California 
regarding the question of financial assist- 
ance to Saudi Arabia. 


In this connection would you be good 
enough to let me have, at your convenience, 
@ memorandum of your last conversation 
with Mr. Jesse Jones on this subject? 
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Wallace Murray 
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suBJecT: Financial Assistance to Saudi Arabia 
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Mr. Lloyd Hamilton) 


Mr. Murray 
Mr. Jernegan 


COPIES TO: us crt 


ae 














Mr. Davies and Mr. Hamilton said they had heard 
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nothing further on the subject of the proposed loan to 
King Ibn Saud since their conversation with Mr. Alling on 
July 24. They felt quite sure that Mr. Jesse Jones had 
rN ; not yet given any answer to Mr. James A. Moffett. 


ig \ 
% \ Mr. Hamilton said it was his understanding, following 


the last conversation between Mr. Moffett, (with Mr. Rogers 
of the Texas Co.) and Mr. Jesse Jones, that Mr. Jones con- 

sidered a direct loan under Lease-Lend or through the Re- - 
construction Finance Corporation as impracticable but thaté 
he was thinking of the possibility of making the money 
available to Great Britain under Lease-Lend, leaving it cc 
to the Britis to deliver the funds to King Ibn Saud. » ¥ 


Mr. Hamilton and Mr. Davies feel, however, that if we. 
put 
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put up the money we should get the credit. Mr. Murray 
agreed with this point of view. 

The entire subject was gone over at some length, and 
Mr. Hamilton repeated the conviction of his company that a 
loan by the United States to Saudi Arabia at this time is 
very important from a political standpoint. He emphasized 
that King Ibn Saud is anxious to have American assistance 
because he does not fear our intervention in his affairs. 
The British, in Mr. Hamilton's opinion, are also anxious 
to have the United States join in aiding the King because 
they do not want him to feel himself too much in their 
debt, a feeling which might some day influence him to 
throw in his lot with Britain's opponents. They also 
want to avoid compromising his standing as an independent 
leader of the Arabs. 

Mr. Murray said that he could understand the attitude 
both of the King and the British, but he pointed out that 
Saudi Arabia lies in an area in which British interests 
are much greater than ours and that the British are there- 
fore more directly concerned. He further said that the 
British have a long background in the field of political 
loans, are used to advancing money without any great ex- 


pectation of getting it back, whereas the United States 


does 
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does not have-any tradition of that sort. 

Mr. Murray explained that he fully appreciates the 
advantages of extending assistance to King Ibn Saud but 
that we must take into consideration the natural reluctance 
of Mr. Jesse Jones to embark on a purely political loan in 
an area where we are not directly concerned to any great 
extent. Mr. Murray said he is inclined to feel that it 
might be best to present the proposition first and foremost 
as a sound commercial operation, based on collateral, with 
the political advantages put forward only as a “plus value". 
He asked whether Mr. Hamilton and Mr. Davies would be willing 
to see Mr. Jones and discuss the matter with him on that basis. 
Mr. Hamilton replied that he understood Mr. Moffett did not 
wish to take the initiative in calling on Mr. Jones again 
and that he would probably not approve of any such action 
by Mr. Davies and himself. Mr. C. E. Olmsted, vice president 
of the Texas Company and vice chairman of the California- 
Arabian Oil Co., is expected to arrive in Washington tonight, 
and Mr. Hamilton and Mr. Davies expect to talk with him 
about the situation. They think he may want to consult 
Mr. Rogers regarding the advisability of again approaching 
Mr. Jones at this time. They asked, however, if the 
Near Eastern Division could not call to the attention of 
Mr. Jones the political factors involved and explain that 


the Department "would not be unhappy" if a loan were granted. 


Mr. Hamilton said that in his initial conversation 
with 
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with the President Mr. Moffett had suggested that his 
company could supply oil for the United States Navy as 
security for the loan, and that the President had seemed 
to fall in with the idea, suggesting that certain Danish 
tankers might be used to transport the oil. Mr. Davies 
said that although the Navy Department does not feel that 
the Arabian ott ta up to its standards, the British Navy 
is using it with satisfaction and that its high sulphur 
content is not so much of a drawback as might appear. 

In order that we might have a better understanding 
of the proposal, Mr. Hamilton explained that the Standard 
Oil Company's thought is that the American Government 
could make the loan direct to King Ibn Saud, against 
security in the form of petroleum products, which the 
King would deliver to the United States as needed. The 
California-Arabian would provide the oil for the King 
and would be pepata over a period of years by being 
permitted to export free of royalty a quantity of petroleum 
sufficient to make up for the value of the products supplied 
the United States. Essentially, but indirectly, the 
company would make an advance of royalties to the King, in 
the form of oil rather than in the form of cash. 

Mr. Davies suggested that if the United States Gov- 
ernment wanted to have the oil delivered immediately, the 
company could produce it up to the value of $500,000 per 
month (the suggested rate of the loan) but that additional 
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tankers would be needed to transport it. He suggested 
that. it might be used to fuel the American merchant shine 
now sailing to the Red Sea and Indian Ocean. 

The California Standard's New York attorney, Mr. Klein, 
has drawn up a legal opinion showing that a loan by the 
Reconstruction Finance Corporation on the basis outlined 
above would be practicable. A copy of this opinion was 
given to Mr. Jones about a month ago, and Mr. Davies 
promised to supply the Department with a copy as well. 
(This opinion is attached herewith.) Agia briana, §4 1 7UY 

In the course of the conversation, Mr. es 
mentioned, in confidence, King Ibn Saud's direct appeal 
for a loan. Both Mr. Hamilton and Mr. Davies said they 
had not known of this before and were quite sure that this 
appeal had not been inspired by anyone connected with 
their company. They said the suggestion had been made to 
the King some time ago but that he had said he would not 
make any such move unless he were sure it would be favor- 
ably received. They had then dropped the matter. 

Explaining why the King complains of the shortage of 
his oil royalties, Mr. Hamilton and Mr. Davies said that 
the export of oil has not decreased substantially but has 
not increased as the King had expected. This is due 





primarily to disruption of world markets by the war and 
secondarily to shortage of transportation facilities. 
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May 19, 1941. 


The plan outlined in the attached letter, dated April 
16th, addressed by Mr. James A. Moffett to the President, 
and the accompanying memorandum of the same date, may be 
accomplished under the Reconstruction Finance Corporation 
Act, as amended (a copy of the pertinent provisions of which 
is annexed as Exhibit A), provided 

(1) the President defines the commodities to be bought as 
"strategic and critical materials"; and 
(2) the President approves payment therefor in advance 
of delivery thereof. 
The following is a precedent for the proposed procedure 
Defensé Supplies Corporation was created under 
that Act "with a capital of $5,000,000 (sic.) to 
acquire and carry a reserve supply of critical and 
strategic materials and supplies which may be neces- 
sary in the national defense-progran. At the request 
of the National Defense Commission, it has allocated 
$50,000,000 (sic.) for the purchase of high-test 
aviation gasoline" (87 Congressional Record 343, 
issue of January 27, 1941). 

Section 8 of "Lend-Lease act" (see 1 CCH War Service, 

Paragraph 2271, quoted in Exhibit B) may, also, be construed 


to authorize the Secretaries of War and the Navy, with the 
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consent of the President, to purchase the commodities in ques- 
tion, provided that 
(1) such commodities may be viewed as "implements of war", 
and 
(2) the President deems Saudi-Arabia to be a country whose 
defense is "vital to the defense of the United States" 
(Section 8 of the cited Act, read in conjunction with 
Section 3-a-1l thereof; 1 CCH War Service, Paragraph 
2256). 
That the commodities in question are "implements of war" 
is supported by the implications 
(1) of the “moral embargo" placed, under the Neutrality 
Act of 1939* (State Department Release #706 of December 
20, 1936, CCH, pages 15227, 15228), on the exportations 
of technical data regarding manufacture of aviation 
gasoline, and 
(2) of the House Committee Report on the Lend-Lease Bill, 
which, in discussing the scope of Section 8 of the lat- 
ter Act, states, by way of example, that such section 
empowers the functionaries therein named "to purchase 


tin from Bolivia" (1 CCH War Service, Paragraph 2293). 


* This Act (Section 12) speaks of "arms, ammunition and imple- 
ments of war" (1 CCH War Service, pages 15225-15227). 
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EXHIBIT A. 


15 U. 8. C. 606b. 


"The powers granted to the Corporation" (1.e. Reconstruc- 
tion Finance Corporation) “by this section shall terminate on 
January 22, 1947, or on such earlier date as the President 
shall determine; but no provision of law terminating any of 
the functions. of the Corporation shall be construed (1) to 
prohibit disbursement of funds on purchases of securities and 
obligations, on loans, or on commitments or agreements to make 
such purchases or loans, made under this section prior to the 
Close of business on January 22, 1947, or such earlier date, 
or (2) to affect the validity or performance of any agreement 
to participate in any purchase or loan authorized by this sec- 
tion. 

+t & & & 

"In order to aid the Government of the United States in 
its national-defense program, the Corporation is authorized-- 

"(1) To make loans to, or, when requested by the Federal 
Loan Administrator with the approval of the President, purchase 
the capital stock of, any corporation (a) for the purpose of 
producing, acquiring, and carrying strategic and critical 
materials as defined by the President, and (b) for plant con- 
struction, expansion and equipment, and working capital, to 
be used by the corporation in the manufacture of equipment 


and supplies necessary to the national defense, on such terms 
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and conditions and with such maturities as the Corporation 
may determine; and 

"(2) When requested by the Federal Loan Administrator, 
with the approval of the President, to create or to organize 
& corporation or corporations, with power (a) to produce, 
acquire, and carry strategic and critical materials as defined 
by the President, (b) to purchase and lease land, to purchase, 
lease, build, and expand plants, and to purchase and produce 
equipment, supplies, and machinery, for the manufacture of 
arms, ammunition, and implements of war, (c) to lease such 
Plants to private corporations to engage in such manufacture, 
and (d) if the President finds that it is necessary for a 
Government agency to engage in such manufacture, to engage 
in such manufacture itself. The Corporation may make loans 
to, or purchase the capital stock of, any such corporation 
for any purpose within the powers of the Corporation as above 
set forth related to the national-defense program, on such 
terms and conditions as the Corporation may determine. 

"Any corporation created or organized by the Corporation 
under the preceding paragraph is also authorized, with the 
approval of the President, to make payments against the pur- 
chase price to be paid for strategic and critical materials in 
advance of the delivery of such materials. Whenever practic- 
able, the Corporation may require the payments so made to be 
used for purchases of raw or manufactured agricultural com- 


modities to be exported from the United States. As amended 
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June 25, 1940, c. 427, Sections 5, 6(c), 54 Stat. 573, 574. 


"Second par. was amended by Act June 
25, 1940, Bection 6(c), cited to text, 
which substituted ‘January 22, 1947' for 
‘June 30, 1939." 


"Last four paragraphs were added by Act 
June 25, 1940, Section 5 cited to text." 
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EXHIBIT B. 


Section 8--"Lend-Lease Act" 


"The Secretaries of War and of the Navy 
are hereby authorized to purchase or otherwise 
acquire arms, ammunition, and implements of war 
produced within the jurisdiction of any country 
to which section 3* is applicable, whenever the 
President deems such purchase or acquisition to 
be necessary in the interests of the defense of 
the United States." 


(1 CCH War Service, Paragraph 2271) 


"Section 3-a-1 refers to "any country whose 
defense the President deems vital to the 
defense of the United States" (1 CCH War 
Service, Paragraph 2256). 
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This telegram must be 


closely paraphrased bee Dated September 23, 1941 
fore being communicated : 
to anyone. (SC) Rec'd. 8:23 ome, 24th 


Secretary of State, 
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Washington. a 
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Department's 453, September 10, 9a. m. 
in view of the directives given in Depart- 


_ 
meht's telegrom under reference I have addressed 
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a reply to the Minister of Foreign Affairs of Saudi 
Arabia drafted us closely along the lines of the 
Departmenjhecaaie Algust 22, 8 pem. as safeguarding 
of the codes permitted, 
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You will doubtless recall that the proposal to extend ay 

financial assistance to King Ibn Saud was turned down by 2 


\ the President on the ground that to do so would take us 
\° a little too far afield. Mr. Jesse Jones was asked by 
| gy V the President to inform the British of his hope that they 
he could take care of Saudi Arabia in the matter. 
\ While this question was pending, another suggestion 
| for helping Ibn Saud was presented to us by Mr. K. S. Twitchell, 
| an American citizen of long experience in Saudi Arabia, who 
considered that it would be a fine gesture for this Govern- 

ment to send a mission of experts drawn chiefly from the 
Departments of Agriculture and the Interior, to investigate. 


and to report to Ibn Saud on the underground water resourcés 





of Arabia and on the possibilities for irrigation and agri+© 
culture. We told Mr. Twitchell at the time that it seemed 
best to defer going into the matter in any final way until 
the question of financial support should have been decided 


SOW/ Sd 


) one way or another. 


| Mr. Twitchell 
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Mr. Twitchell is a mining engineer who for some years 
acted in Saudi Arabia and the Yemen as the representative 
of the late Charles R. Crane, who benefited the Arabs in 
practical ways by building roads, drilling wells, et cetera. 
Subsequently he developed a gold mine in Saudi Arabia with 
the aid of British risk capital. After its value had been 
established, the mine was sold to a group known as the Saudi 
Arabian Mining Syndicate in which the American Smelting and 
Refining Company has an important minority interest. The 
mine is in active operation at present. Mr. Twitchell now 
acts as consultant for the Syndicate, travels to Saudi 
Arabia occasionally, and in this country acts as informal 
representative of King Ibn Saud with particular reference 
to the King's desire to proceed with the agricultural and 
general economic development of his country. Mr. Twitchell 
has long been known to this Division, which has a very high 
regard for him, and it is evident that King Ibn Saud reposes 
trust and confidence in him. 

As the result of Mr. Twitchell's investigations, and 
his discussions in this Division and elsewhere, the following 
picture is presented: 

1. No private American company will undertake the 
development of Saudi Arabian water resources on a commercial 
basis. The country is poor, the risk too great. 
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2. Road-building cannot be done at present because 
of the difficulty of obtaining machinery. Ibn Saud's 
straitened finances do not even permit him to secure 
expert advice. 

3. Last spring, Mr. Twitchell traveled in the 
southwestern part of the United States and viewed the work 
of the Bureau of Reclamation and of the Office of Indian 
Affairs. He considers that the latter's experts are best 
qualified to deal with conditions in Saudi Arabia. Ibn 
Saud does not require any Boulder Dams, but needs advice 
on small-scale developments and measures to achieve close 
settlement of the land. 

4. The Secretary of the Interior stated in a letter 
to the Secretary of State dated May 21, 1941: 

"It occurs to me that it might be helpful, even 
important, especially at the present time, if the 
United States should send an Agricultural Mission 
to Arabia.™ 

A similar attitude has been expressed informally by officials 
of the Department of Agriculture. Within the last few days, 
Mr. Twitchell has reviewed the question with Commissioner 
Collier of the Office of Indian Affairs, and in the Depart- 
ment of Agriculture with Assistant Chief Christy of the 
Office of Foreign Agricultural Relations and Assistant 

Chief McCall of the Bureau of Plant Industry. Theée 
officials consider the project of importance and will 


gladly 
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gladly make the experts available upon the request of the 
Department of State. However, their salaries while on duty 
with the mission and their traveling expenses between the 
United States and Saudi Arabia could not be paid from 
ordinary appropriations. The officials believe that 

these expenses would be a justifiable and proper charge 

on the Emergency Fund for the President. It is contemplated 
that the subsistence and traveling expenses of the Mission 

in Arabia itself would be met by the Saudi Arabian Government. 

5. The justification for the mission resides, of 
course, in the predominant position of influence in the 
Arab world occupied by King Ibn Saud, and the desirability 
of furnishing him with concrete evidence of the sympathy 
and good will of this Government. Our direct material 
interest in Saudi Arabia is important, and it would be 
particularly desirable, in view of the important part which 
the Arabian oilfields would play in the Middle East campaign 
if the Russian and the Iranian oilfields should be knocked 
out, to insure a sympathetic attitude on the part of Ibn 
Saud and his Government toward American interests. 

We have turned down Ibn Saud's request for financial 
assistance and it would seem the part of wisdom to demonstrate 
our recognition of his political importance in the difficult 
times through which he is passing with something more 

tangible 
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tangible than polite phrases. In sending a mission of 
experts, we should be helping in a field in which the British 
are unable to assist and in which their assistance would be 
inacceptable to Ibn Saud. 

We feel that these objects can be accomplished at 
relatively small cost by the plan now before us. While 
the direct material results of their work would not show 
for some years, the experts would be working on problems 
which are of basic importance and close to Ibn Saud's 
heart. 

6. The proposal has been cleared through the British 
Government, and the British Minister at Jidda has given it 
his enthusiastic endorsement. 

To make a perfect gesture, it would be necessary to 
obtain the personnel and the money, and to offer the 
mission ready-made to King Ibn Saud. However, a stronger 
case could perhaps be made for securing the funds if we 
should first take steps to sound out Ibn Saud. The attached 
telegram for your signature, if you approve, has been drafted 


with this latter consideration in mind. 


al 


Paul H. Alling, 
Acting Chief 
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Referring to my telegram no. 1454, September 25, 
lp. m., stating that a reply had been addressed to the 
Minister of Foreign Affairs of Saudi Arabia expressing | 
regret that the American Government was unable to comply + 


with 


ooUG 


=-2- 


with the request of the Saudi Arabian Government for 

a loan to assist in meeting certain decreases in revenue 
arising out of the war, I have the honor to transmit 
herewith a copy of the note in question. if 

As regards the Department's telegram no, 507, 
September 26, 5 p. m, concerning the willingness of 
the Department to assist in arranging for the sending 
of American experts in ground water resources, agricul- 
ture and irrigation to Saudi Arabia in the event that 
their services should be desired by King Ibn Saud, I 
note that this proposal was to be submitted to the 
Saudi Arabian Government by Mr. K. S. Twitchell of the 
Saudi Arabian Mining Syndicate, Ltd., with the sugges- 
tion that the Saudi Arabian authorities inform this 
Legation if such a mission would be welcome, Thus 
far the Legation has received no indication of the 
wishes of the Saudi Arabian Government in this con- 
nection but I shail bear the matter in mind as a sub- 
ject for discussion on the occasion of my prospective 
visit to Saudi Arabia in the event that the Saudi 
Arabian Gover..sent does not approach the Legation in 
the premises in the meantine. 

With reference to the information furnished by 
the British Embassy in Washington regarding the support 
by the British Minister at Jedda of the project of 
sending a mission of American experts to Saudi Arabia 
J may observe for the Department's confidential infor- 


mation that in discussing this matter with the Minister 


during 
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during his recent visit to Cairo he confirmed his approval 
of the idea but added that it was nevertheless his frank 
opinion that King Ibn Saud was much more concerned at 

the present time with pressing financial needs than with 
assistance of which the benefit would only accrue in 

the course of time. In brief, he said, what King Ibn 
Saud really needs and wants is cash and as a consequence 
long term aid, however desirable, can only serve as a 
minor palliative. 

As concerns the time of my proceeding to Saudi 
Arabia to present my letter of credence together with 
the letter of recall of my predecessor, it was my original 
intention, as stated in my despatch no. l, Saudi Arabian 
Series, of April 16, 1941 and my telegram no, 628, May 
Sl, 5 Pe Me, personally to charter a plane to proceed 
as far as Jedda and thence to travel by motor caravan 
to Riad where King Ibn Saud is usually in residence, 

The trip from Jedda to Riad and return would take at 
least a week or ten days and I was informed that in 
accordance with local custom both transportation and 
entertainment would be at the expense of the Saudi 
Arabian Government, Had it been possible to reach a 
favorable decision in respect of the loan question 

this procedure might have not been inappropriate but 

as matters now stand there would seem to be no particu- 
lar reason for my inconveniencing King Ibn Saud by a 
request to be received before the usual time for his 


coming to Jedda to meet foreign envoys at the end of 


the 
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the pilgrimage month (about mid-January this season) 
and I am therefore making my plans accordingly. 


Respectfully yours, 


Al a\ Kirk 


Enclosure: 


1 - Copy of note no, 1 to the Saudi 
Arabian Minister of Foreign 
Affairs, September 22, 1941. 


Sent in quintuplicate. 
file no, 851/123 
icg 
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Hous 


Enclosure No, 1 to Despatch No, 2, Saudi Arabian Series, 
of October 11, 1941, from the Legation at Cairo, 


(Correct Copy - ICG) 


Legation of the 
United States of America 


Cairo, Egypt, September 22, 1941. 


No. Le 


Your Highness; 


I have the honor to refer to Your Highness! note 

of June 14, 1941 in which you invited attention to the 
decrease in revenue of the Saudi Arabian Government as 

a result of certain conditions arising out of the war 

and asked on behalf of His Majesty Abdul Aziz Ibn Saud 
that I communicate to President Roosevelt a request for 

a loan of $10,000,000 by the American Government in order 
to meet the abnormal situation delineated in your note, 


The text of your communication was telegraphed 
immediately to the Department of State at Washington 
for submittal to the President and, as you have doubt- 
less been advised through the Saudi Arabian Legation 
in Cairo, this Legation was on several subsequent 
occasions informed that the matter was receiving the 
active consideration of the appropriate authorities 
of the American Government. At this time, however, 

I regret to inform Your Highness that I am in receipt 
of a telegram from the Department of State advising 
that, although this matter has been given the most 
earnest and sympathetic consideration by the President 
and high ranking officials who fully appreciate the 
financial problems confronting the Saudi Arabian Gov- 
ernment as a result of the existing international 
situation, it has been found impracticable to render 
the assistance requested. 


In this connection my Government observes that, 
as the Saudi Arabian Government is doubtless aware, 
the United States and British Governments are currently 
rendering financial and economic assistance to certain 


countries 


His Royal Highness 
Prince Faisal Ibn Abdul Aziz Al Saud, 
Minister of Foreign Affairs, 
Mecca, 
Saudi Arabia, 
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countries and that the United States Government is also 
extending assistance on a large and comprehensive scale 
to Great Britain. My Government feels, however, that 
in view of the large number of countries and the great 
extent of the areas which are included in this program 
of economic and financial assistance it would be im- 
practicable for the American Government to attempt to 
cover the entire field and that a division of effort 

is therefore necessary. It may be noted in this respect 
that it is the understanding of the American Government 
that financial assistance has already been afforded to 
Saudi Arabia by the British Government. 


My Government instructs me to add that the con- 
tinued independence of Saudi Arabia and the well being 
of its people are naturally considered to be of great 
importance and that the American Government appreciates 
to the highest degree the great achievements of His 
Majesty the King in developing and unifying his country 
and in maintaining its liberties. Un the other hand my 
Government trusts that the Saudi Arabian Government will 
appreciate that it is only logical and natural that the 
main American effort should be devoted to assisting those 
countries which have been placed in the position of hav- 
ing actively to resist external aggression or which are 
geographically important for reasons of American national 

defense, 


I am instructed to state in conclusion that, in the 
event that the Saudi Arabian Government should feel that 
there are other ways in which American assistance could 
be rendered, the American Government will always be 
pleased to receive and give sympathetic consideration 
to any proposals which may be made, 


I wish to take this occasion to thank Your Highness 
for the kind expressions of friendship contained in your 
note and heartily to reciprocate those sentiments. Need- 
less to say I am looking forward with pleasurable antici- 
pation to my first visit to Saudi Arabia in order to pre- 
sent my letter of credence. Unfortunately my duties here 
have been such that I have as yet been unable to make 
definite plans for my visit but I hope to be able to come 
in the course of the next few months and at that time to 
have an opportunity to discuss with Your Highness matters 
of mutual interest. 


Please accept, Your Highness, the renewed assurance 
of my highest consideration. 


Alexander Kirk 
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October 30, 1941 
In reply refer to 


WE 8908, 51/41 
My dear Mr. Twitchells 


With reference to the proposal to send a group of 
official experts on agriculture to Saudi Arabia, a despateh 
dated October 11, 1941 has been received from the Anerican 
Minister at Cairo. In this despatch the Minister refers to 
a telegram of September 26, 1941 to the Legation from the 
Department concerning the latter's willin;ness to assist 
in arranging for the mission of experts in the event that 
their services should be desired by King Ibn Saud. The 
Legation notes that the idea of such a mission was to be 
submitted to the Saudi Arabian Government by you, with 
the suggestion that the Saudi Arabian authorities might 
desire to inform the Legation if it would be welcome. 

The Minister states that thus far the Leygtion has 
received no indication of the wishes of the Saudi Arabi:n 
Government in this connection, but that he will bear the 
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Mr. K. 8S. Twitchell, 


Care of American Smelting and Refining Company, 
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New York, New York. 
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matter in mind as a subject for discussion on the occasion 

of his prospective visit to Saudi Arabia in the event that 

the Saudi Arabian Government does not approach the Legation 
in the premises in the meantime. 

Mr. Kirk plans to travel to Jedda at the end of the 
pilgrimage month (about mid-January this season), in order 
to be received by the King at a time when it is usual for 
His Majesty to receive foreign envoys. The Minister does 
not eonsider that there is any particular reason for in- 
conveniencing the King by a request to be received before 
the custorary time. , . 

We are sending you the foregoing information in the 
thought that you wish to be kept informed of developments 
in the matter. 


Sincerely yours, 


Wallace Murray, 
Chief, Division of Near Bastern Affairs 


Ms EMA 10/27/41 
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Wallace Murray,Esq., Chief, j 
Division of Near Eastern Affairs r Your ref. ‘ 
State Department, NE 890F.51/41 
Washington, D.C. 
Dear Mr.Murray: 

I wish to acknowledge the receipt of 
your letter dated October 30th, I appreciate very 
much the information you sent me. 

I am very glad that Mr.Kirk is going to 
discuss and explain the proposed mission with the King in 
Jedda if the Saudi Government does not communicate with v 
him before then, “n 

“ss 
It seems to me that the importance of King a) 
Ibn Saud will be even greater in the future than at present n 
for it seems to me more than probable that the Germans and 
the Italians are using every possible source to influence 
him to foment religious troubles in India, Egypt,Irak and Iran, 
This would be done with aview to causing behind the lines 
difficulties when the Near East invasion takes place as soon 


as the Russians are sufficiently weakened. 


From Mr.Lenahan you have received the est 


news from Saudi Arabia, I am sure. 





If I can be of any service at any t 
 hcaa 
sure you will let me know. I expect to be in New York"from 


Yours ae an 


eee | 


November 18 to 22. 


SUBJECT: 
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PARTICIPANTS: Mr. Hayter, of the British Embassy. 


COPIES TO: 





Mr. Alling. 





Mr. Hayter said that, in response to a question 
which I had raised with him a few days ago, he now 
had telegraphic advice from London concerning the 
payments being made to Ibn Saud by the British Govern- 
ment. Mr. Hayter stated that the British Government 
had made all the payments due for the year 1941. He 
said that we were aware from previous discussions with 
Mr. Nevile Butler what these payments were. Ibn Saud 
had, however, appealed for additional aid for the year 
1942, and consideration was now being given to what 
assistance might be accorded to him. 


NE miflec® | . 
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My 878/ July 3, 10 pem. ~~ 

The Charge d'Affaires of the Saudi Arabia 
Legation here has addressed to me a communication 


of which the following is a summary: 
(BEGIN SUMMARY) I am instructed by my 


yvy/1iS* 3068 


Government to inquire as to the possibility of 
obtaining two American experts one trrigation 

matters and the other on agriculture who would 
cooptrate in studying preliminary projects in 

Saudi Arabia. An approximate crgtimate cost of their 
s€rvicts and information as to conditions under | 


which they would accept work would be appreciated. 


g1/ Sd 


My government already has approached Mr. 
Twitchel and his company in Califepnia with view _ 
to obtaining information on this subject as well 


as the opinion of the appropriate American Govern- 


q 


ment authorities, (END SUMMARY) 


oe 


Please instruct. 


opel & T AWW 


KIRK... 
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PARAPHRASE OF TELEGRAM NO. 1963, 
FRCM CAIRO, DATED DECEMBER 15, 
4 Po Me, 19bl. 


The following is a summary of a communication 
which has been addressed to me by the Chargé 4'Affaires 
of the Saudi Arabian Legation here: 

(BEGINNING OF SUMMARY) My Government has instruct- 
ed me to inquire whether it would be possible to obtain 
the services of two American experts, one an expert on 
irrigation matters and the other an expert on egricultural 
matters, who could cooperate in Saudi Arabia in the study 
of preliminary projects. Information would be appre- 
Giated as to the conditions under which they would accept 
the work, as well as an approximate estimate of the cost 
of their services. 

My Government has already asked Mr. Twitchell to 
secure information on this subject and the opinion of 
the appropriate authorities of the United States Gov- 
ernment. (END SUMMARY) 


Instructions are requested. 


NE: GPM/GC 
1/9/42 


890F. 51/44 


Jauveary 12, 1042 


In reply refer to 


890F.51/44 


My dear Mr. Secretary: 

Reference is made to your communication of May 2l, 
1941, regarding the desirability of supplying American 
technical advisers to the King of Saudi Arabia, ayd to 
my reply of May 29, 1941, expressing appreciation of 
your interest and offer to be of assistance in this 
matter. 

At the time of the exchange of correspondence 
above mentioned, the proposal had the status of a sug~ 
gestion on the part of Mr. K. S. Twitchell, an American 
citizen with a therough grasp of Saudi Arabian affairs, 
who acts in the United States as the informal represen- 
tative of King Ibm Saud in certain matters. The pro- 
posal was originally put forward, and was supported by 
the British Government, as a means of maintaining the 


favorable attitude of Saudi Arabia toward free countries 


opposed to domination by the Axis powers, having in 
mind 
The Honorable 
Harold L. Ickes, 
Department of the Interior. 
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mind the fact that King Ibn Saud exerts the greatest 
single influence among Arabs and other Moslems in 

vital areas of the Near, Middle and Far Fast. How- 
ever, since at that time the maintenance of a favorable 
attitude on the part of the King was deemed to be pri- 
marily a British interest and responsibility, this De- 
partment felt unable to pursue the matter in the absence 
of an official approach by the Saudi Arabian Government. 

The situation has now changed in several important 
respects. | An official communication on the subject 
has now been communicated to this Government by the 
Government of Saudi Arabia. A copy of a paraphrase of 
a telegram dated December 15, 1941, from the American 
Legation at Cairo, Egypt, forwarding this communication, 
is attached for your information. 

Moreover, the United States has entered the war, 
and, as you are doubtless aware, two United States Army 
missions have already reached the Near Fast, one of 
which is concerned with the theater based on the Red 
Sea, the other with the theater based on the Persian 
Gulf. As Saudi Arabia lies between these two bodies 
of water, and has an important oil production, officials 
of the War Department consider it highly desirable to 
ensure and to retain the good will of King Ibn Saud 
and his Government. 

Although 


Although the inquiry from the Government of 
Saudi Arabia does not specify that the experts should 
be officials of the United States Government, it is be- 
lieved that an offer of such officicis would be pleasing 
to the Saudi Arabians. It would appear from the message 
that Saudi Arabia is prepared to meet the cost of their 
services. However, in view of the fact that the Saudi 
Arabian Government is in straitened fi.ancial ocircum- 
stances, it would be very desirable for this Government 
to make a gift of the mission, including the payment of 
the salaries of the officials and of their traveling 
expenses from the United States and return. It is 
thought that subsistence and traveling expenses in Arabia 
itself would be met by the Saudi Arabian Government. The 
suggestions of the Department of the Interior would be 
welcomed in regard to the manner in which the major 
portion of the axpenete could be met by this Government. 

In the opinion of Mr. Twitchell, who is conversant 
with conditions in Saudi Arabia and who has also had an 
opportunity to become familiar with the development work 
of the Office of Indian Affairs, an expert of that Office 
would probably be best suited to carry out an irrigation 
survey in Saudi Arabia. Mr. Twitchell will be glad to 
discuss the matter with any official of the Department 


of 


of the Interior whom you may wish to designate, and, 
of course, the officials of this Department stand ready 


te be of all possible assistance. 
It would be appreciated if, as soon as there has 

been an opportunity toe explore the matter, this Depart-~- 
ment could be informed of the nature of the reply to 

be made to the inquiry of the Saudi Arabian Goverment, 


A similar communication is being sent to the De~- 
partment of Agriculture with respect to furnishing an 


agricultural expert. 
Sincerely yours, 


Cordell Hull 
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Japmary 12, 1949 


My dear Mr. Secretary: 

In May 1941, Mr. K. S&S. Twitchell, an American citi- 
zen with a thorough grasp of Saudi Arabian affairs, who 
acts in the United States as informal representative 
of King Ibm Saud in certain matters, approached officials 
of this Department and certain officials of the Depart- 
ment of Agriculture, including Mr. Christy of the Office 
of Foreign Agricultural Relations, and Mr. McCall of 
the Bureau of Plant Industry, regarding the desirability 
of supplyitg American technical advisers to the King of 
Seudi Arabia. 

The proposal was originally put forward, and was 
supported by the British Government, as a means of main- 
taining the favorable attitude of Saudi Arabia toward 
free countries opposed to domination by the Axis Powers, 
having in mind the fact that King Ibn Saud exerts the 


greatest 
The Honorable 
Claude R. Wickard, 
Secretary of Agriculture. 
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greatest single influence among Arabs and other Moslems 
in the vital areas of the Near, Middle and Far Hast. ° 
However, since at that time the maintenance of a favor- 
able attitude on the part of the King was deemed to be 
primarily a British interest and responsibility, this 
Department felt unable to pursue the matter in the ab- 
sence of an official approach by the Saudi Arabian Gov- 
ernment. | 

The situation has now changed in several important 
respects. An official commniocation on the subject has 
now been communicated to this Government by the Govern- 
ment of Saudi Arabia. A copy of a paraphrase of a 
telegram dated December 15, 1941, from the American 
Legation at Cairo, Egypt, forwarding this communication, 
is attached for your information. 

Moreover, the United States has entered the war, and, 
as you are doubtless aware, two United States Army missions 
have already reached the Near East, one of which is con- 
cerned with the theater based on the Red Sea, the other 
with the theater based on the Persian Gulf. As Saudi 
Arabia lies between these two bodies of water, and has 
an important oil production, officials of the War De- 
partment consider it highly desirable to ensure and to 
retain the good will of King Ibn Saud and his Government. ‘, 


\ \ 
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Although the inquiry from the Government of Saudi 
Arabia does not specify that the experts should be 
officials of the United States Government, it is be- 
lieved that an offer of such officials would be pleasing 
to the Saudi Arabians. It would appear from the message 
that Saudi Arabia is prepared to meet the cost of their 
services. However, in view of the fact that the Gov- 
ernment of that country is in straitened financial 
circumstances, it would be very desirable for this 
Government to makes a gift of the mission, including 
the payment of the salaries of the officials and of 
their traveling expenses from the United States and re- 
turn. It is thought that subsistence and expenses of 
travel in Arabia itself would be met by the Saudi Arabian 
Government. The suggestions of the Department of Agri- 
culture would be welcomed in regard to the manner in 
which the major portion of the expenses could be met by 
this Government. 

In the opinion of Mr. Twitchell, who is conversant 
with conditions in Saudi Arabia and has also had an 
opportunity to become familiar with the development 
work of the Office of Indian Affairs, Department of the 
Interior, an expert of that office would be well suited 
to carry out an irrigation survey in Saudi Arabia. The 
present letter is being addressed to you, therefore, 

with 


Taddb 
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with regard to supplying an agricultural expert. 

Mr. Twitchell will be glad to discuss the matter with 
any official of the Department of Agriculture whom you 
may wish to designate, and, of course, officials of 

this Department stand ready to be of all possible assist- 
ance. 

A similar communication is being sent to the Depart- 
ment of the Interior with respect to furnishing 90 ir- 
rigation expert. 

It would be appreciated if, as soon as there has 
been an opportunity to explore the matter, this Depart- 
ment could be informed of the nature of the reply to be 
made to the inquiry of the Saudi Arabian Government. 


Sincerely yours, 


Enclosure; 


Paraphrase of Cordell Hull 
Telegram no. 1963, 
from Cairo. 
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Memorandum of Conversation \ | 
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PARTICIPANTS: Mr. Fred Davies) California-Arabian Standard 
Mr. Duce ) O41 Company. 
Mr. Alling 


COPIES TO: 


DEPAN IMENT OF STATE | 








Mr. Davies said that they had learned from their 
office in Jedda that King Ibn Saud had requested the 
British to grant him an advance of $4,500,000 for the 
last quarter of 1941. The British had, however, cut 
down this advance to $1,000,000, and payment had been 
made about a week ago. For 1942 King Ibn Saud had ‘re- 
quested advances totaling $21,000,000, and the British 


a 


rr iy" \ pat, 


fe. ‘ DATE: November 27, 1941 
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Minister at Jedda had recommended to his Government that 4 


this be reduced to $15,000,000. Mr. Davies said he * 
considered the latter amount quite generous. He added 
that his own company, in order to maintain its position 
in Saudi Arabia, was contemplating making further ad- 


vances to Ibn Saud in 1942 and he thought that these 


would total about $3,000,000. i asked: him why he thought 


it 
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it necessary for his company to make advances if the 
British were doing so. He replied that his company 


desired to avoid, if possible, having the British be 


the only source of income to the King for fear that 
they would attempt to exact certain guid pro quog. 
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For the original paper from which reference is taken 
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In reply refer to April 30, 19435 
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My dear Mr. Twitchell: ra 

Reference is made to the Department's inetruction 
to you dated February 27, 4942 in regard to your ap- 
pointment as Chief of the United States Agricultural Mis- 
sion to Saudi Arabia. 


Upon your arrival at Miami, Florida you are in- 
structed to proceed to Washington, D. C., for the purpose 
of consultation with the Department. It is understood 
that you will later proceed to New York on official 
business connected with the Mission's program. The pay- 
ment of your travel expenses from Miami to Washington, D.C., 
from Washington to New York and return to Washington, and 
from Washington to your home at ig ae hag Vermont, upon 
the completion of your mission is hereby authorized in ar- 
cordance with the provisions of the Standardized Government 
Travel Regulations. You are authorized to travel by train, 
including Pullman. You are granted a per diem of 16.0 
while in travel status or on official business in Washington 
and New York. The payment of your travel expenses and per 
diem as authorized will be made from the appropriation 
#19-112/30006.011 Emergency Fund for the President, National 
Defense (Allotment to State) 1942-1943". 


Sincerely yours, 


For the Seeretary of State: 


{i G. Howland Shaw 


Mr. Karl 8. Twitchell, 
Care of United States Despatch Agent, 


Miami, Florida. 
ia nde os = 
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February 27, 1942 


In reply refer to 
DA 


ATR MATL . 
° 
Mr. James Guy Hamilton, 


Soil Conservation Service, 
Albuquerque, New Mexico. 


Sir; 


You are appointed a member of the United States 
yp aeienhge Mission to Saudi, Arabia with salary of 
$5,000 per annum, effective the date of your departure 
from your home en route to your post at Jidda, Saudi, 
Arabia. You should proseed as soon as possible and 
it is desired that you report in the Department of 
State for consultation in order that necessary arrange- 
ments may be made for yur travel. Ycu will stop in 
Cairo en route to Jidda for the purpose of consultation 
at the American Legation. 


Your transportation expenses and per diem from your 
home to Jidda via Washington, D. C. and Cairo and return 
to your home upon conclusion of your mission are au- 
thorized. You are granted a per diem of $6 while travel- 
ing in the United States and while on consultation in the 
Department; $7 while traveling abroad and during your 
sojourn at Cairo, and $3 on board vessels. You may 
_ travel by any feasible route, inoluding air, which is 
hereby authorized. There are enclosed Government Trans- 
portation Requests which you will use to purchase your 
rail and Pullman fare from Albuquerque, New Mexico to 
Washington, D. 0. These expenses are chargeable to the 
appropriation "19-112/30006 Emergency Fund for the Presi- 
dent, National Defense (Allotment to State) 1942-1943", 


You 
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You. should have in ssession evidence th) 
Averican birth, vaien 


be necessary to. by 


our application for a passport in the Depart 
of State. 
Very truly yours, 


Yor the Secretary of State: ‘ 


G. Howland Shaw 
Assistant Secretary 


Enelosure: 


Two Transportation 
Requests 
a 


MAR 2 1042°* 
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February 27, 1942 


In reply refer to 
DA 


ATR MAIL | 
V 
Mr. K. 3S. Twitchell, 


273 South Prospect Street, 
Burlington, Vermont. 


Sir: 


You are appointed Chief of the United States 
Agricultural Mission to Saudi, Arabia with salary of 
$7,000 per annum, effective the date of your departure 
from yow home en route to your post at Jidda, Saudi. 
Arabia. You should proceed as soon as possible and 
it is desired that you report in the Department of 
State for consultation in order that necessary arrange-— 
ments may be made for your travel. You will stop in 
Cairo en route to Jidda for the purpose of consulta- 
tion at the American Legation. 


Your transportation expenses and per diem from your 
home to Jidda via Washington, D. C. and Cairo and return 
to your home upon conclusion of your mission are au- 
thorized. You are granted a per diem of $6 while travel- 
ing in the United States and while on consultation in the 
Department; $7 while traveling ebroad and during your 
sojourn at Cairo, and $3 on board vessels. You may — 
travel by any feasible route, including air, which is 
hereby authorized. There are enclosed Government Trans- 
portation Requests which you will use to purchase your 
rail and Pullman fare from Burlington, Vermont to 
Washington, D. C. These expenses are chargeable to the 
appropriation "19-112/30006 Emergency Fund for the Presi- 
dent, National Defense (Allotment to State) 1942-1943". 


You 
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You showld have in I Apel ssession evidence of 
i Americen birth, whi be necessary to file 
> “hee application for a _—— in the Department 
° 


Very truly yours, 
For the Secretary of State: 


4 


G. Howland Shaw 
Assistant Secretary 
Enclosure: 
Two Transportation 
Requests 
a, 
Be" 
Se | 
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Nete fer CR: 


We are infermed that Mr. 
Twitchell is leaving Burlingtenr 
te-merrew and will be in New York 
fer three days. Censequently, in 
agreement with DA, we have made 
eut a new envelepe using his New 
Yerk address, but we are leaving 
the address en the letter itself 
vachernged in erder that he will 
be able te cellect for the cost 
ef the jeurney frem his heme, witheut 
questies 

























February 27, 1942 


In reply refer to 
DA 


Mr. Albert Lee a 
Room 41468, Department of Interior, 
Washington, D. C. 
Sir: 

You are appointed a member of the United States 
Agricultural Miseion to Saudi Arabia with salary of 
$6,000 per annum, effective the date of your departure 
from your home en route to your post at Jidda, Saudi. 
Arable. You should proceed as soon as possible and 
4t is desired that you report in the Department of 
State for consultation in order that necessary arrange- 
ments may be mede for your travel. You will stop in 
Cairo en route to Jidda for the purpose of consultation 
at the American Legation. 

Your transportation expenses and per diem from your 
home to Jidda via Caire and return to your home upon eon- 
Glusion of your miesion are authorized. You are granted 


a per diem 
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rhe G@iem of $6 while traveling in the United States; 
@ traveling abroad and during your sojourn at 
$70, and $3 on board vessels. You may travel by any 
; ‘feasible route, ineluding air, whieh is hereby 
authorised. These expenses are ohar@pable to the ap- 
proprietion "19-112/30006 Emergency Fund for the 
ai President, National Defense (Allotment to State) 1942- 
1943". 







Very truly yours, 
For the Seeretery of State: 


G. Howlenéd Shaw 
Assistant Seeretary 


ie DA: HM: MHW:SS 2/27/42 
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Maroh 17, 1942 
In reply refer to 


PA 890F.51/h8 


My dear Mr. Appleby: 

In a letter of February 12, 1942 you advised the 
Department of State that the Department of Agriculture 
would arrange to detail Mr. James Guy Hamilton, Senior 
Agronomist, Albuquerque, New Mexico, for duty as a 
member of the United States Agricultural Mission to 
Saudi Arable. There is enclosed a eopy of the instruc-~- 
tions that have been issued to Mr. Hamilton authorizing 
the payment of his salary and expenses while he is on 
this detail from the funds that have been allocated to 
the Department of State for the expenses of the Mission. 

According to present plans, the members of the Mission 
will leave Washington on March 19 for Gairo. As stated 
in the instructions to Mr. Hamilton the Department of 
State will reimburse the Department of Agriculture for 
his sealery while he is on this detail. I understand that 


his 
The Honorable 


Peul H. Appleby, 
Under Secretary of Agriculture. 
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hie selery ie at present at the réte of $4,800 per annum 
but that 4% will probably be inereased to $5,600 per ennum 
im the near future. Bills for Mr. Hamilton's salary on 
form no. 1080 will be met promptly by the Department of 





State. 
Sincerely yours, 
Tor the Seoretary of State; 
@, Howland Shew 
Aasistent Secretary 
Ruglesure: 
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August 16, 


In reply refer to 
FA 


Maryland Casualty Company, 
Mills Building, 
Washington, D. C. 


Sirs: Lor Z40y [oh 


4° You are yntorned that the authority of 
qe | Mr. Karl s. tehell to act as a certifying officer 
of the Department of State has been revoked, effective 
, at, the close of business on June 15, 1943. 


r The bond which you executed for Mr. Twitchell on 
April 1, 1942 may accordingly be canceled. 


Very truly yours, 
For the Secretary of State: 


Harry A. Havens 
Assistant Chief, Division of 
Yoreign Service Administration 


ys FA:MEV 8-14-43 
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THE WHITE HOUSE 
WASHINGTON 


April 28, 197 


Memorandum for M derson: 


In accordance with our telephone 
conversation, I am enclosing the copy of the 
letter from J. A. Moffett, to President 
Roosevelt, dated April 16, 1941. It is my 
understanding that the enclosed copy was 
prepared from a copy of the letter in the 
files of the Department of State. 


It is requested that an original 
photostatic reproduction of the copy in 
the Department's file be prepared and 
sent to Mr. Clark M. Clifford, Special 
Counsel to the President at the Department's 
earliest convenience. 


Respectfully, 


Mr. W. H. Anderson 
Division of Communications and Records 
Department of State 
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“4, 16, 1941 


“cations ano BE 
My dear Mr. President: 


Referring to the interview which you so kindly granted 
me on Wednesday, April 9th, and in line with your request, 
I am attaching hereto a memorandum covering the existing 
situation in Saudi Arabia. Also a proposal which we hope 
will be acceptable as a means of providing funds for the 
Saudi Arabian Government, 


Our representatives have had numerous conferences with 
the King. His financial situation is desperate. The British 
Government has advanced him four hundred thousand pounds and 
he is endeavoring to have this increased to nine hundred 
thousand pounds, His budget requirement is conservatively 
estimated at $10,000,000. 
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You referred to the four Danish tank steamers which might 
be utilized to transport finished petroleum products. If the 
United States Government will advance to the King of Saudi 
Arabia $6,000,000 annually for the next five years, the Cal- 
arabian Standard O11 Company will agree to deliver to the 
United States Government, for account of the King: 


BY 


e/\- 


F.0O.B. SHIP 
PERSIAN GULF 


1,800,000 bbls. of Gasoline at 3 1/24 
2,660,000 bbls. of Diesel O11 at 754 
35,400,000 bbls. of Fuel Oil at 404 ( 


totalling approximately $6,000,000 worth of petroleum products 
annually. 


The King's normal revenue (from pilgrimage and custome) | 
has practically disappeared. His expenses have = materia | 
increased, not only on account of the war, but due the | 
drought this st year, so that he has been forced to feed 
two or three hundred thousand of his subjects. \ 
I sincerely trust that some way may be found under 
existing legislation to provide King Ibn Saud financial 
assistance, which he so urgently needs in order to maintain U 
his government in a stable condition. We believe that unless | 
this is done, and an, this independent kingdom, and perhaps ~. 
with 1% the entire Arab world, will be thrown into chaos 


N» 


Yours very sincerely, 


The President Original signed by J. A. Moffett 
The White House es 8 . 


Washington, D. C. 


MEMORANDUM 
April 16, 1941 


King Ibn Saud of Saudi Arabia formerly depended largely 
on the revenue from the pilgrimage and customs duties to 
finance his government, Due to the war, this revenue has 
been reduced to a negligible amount. 


The only economic resources of any substantial value of 
Saudi Arabia are ite oil resources, the development of which 
hase been seriously interfered with on account of the war. 


The King has privately expressed himself, and we 
believe sincerely, as strongly pro-Ally. No other men in 
the Arab countries, nor among Moslems the world over, con- 
mands prestige equal to his. In order to feed and maintain 
control of his people, which is essential tp tain his 
prestige in the Arab world elsewhere and to prepare, even 
in a moderate way, for equipping his own soldiers for ser- 
vice, he estimates that he will require $10,000,000 per annum 
until the emergency has passed and he recently demanded that 
the California Arabian Standard 011 Company supply him with 
$6,000,000 during the year 1941, In addition to this, the 
British have promised him 400,000 pounds sterling during 
1941, which he hopes to increase to 900,000 pounde, 


Based on the best information which we have been able 
to obtain, it is our opinion that the King's estimate, of 
$10,000,000 for this year is moderate and close to a minimum 
figure for essential expenditures, 


The California Arabian Standard O11 Company owng ‘an 
011 concession in Arabia consisting of approximately 162,000,000 
acres and embracing all the probable oil territory of, the 
country. This area is ee ee Se in size to the 
states of California and Oregon. e original concession 
was acquired in 1935 and rune to 1995; the remaining area was 
acquired in 1959 and runs until 1999. The company is of 
American nationality and 50% is owned by the Standard 
Company of California and 50% by The Texas Corporation, These 
two c nies between them have approximately 160,600 American 
stockholders, ; 


The development work commenced in 19355 and to date thp 
company has discovered on three structures an estimated | 
760,000,000 barrels of crude o11 reserves and there et | 
other structures of considerable promise on this concession. 

The Calarabian Standard 011 Company has so far spent _— 
mately $27,500,000 on this development. In addition, 


company 


has advanced to the King against future royalties 
800,000. It has now come to a point where it is impos- 


sible for the company to continue the ng burden and 
responsibility of financing an in ent country, parti- 


cularly under present abnormal co tions. However, the 
King is desperate. He has told us that unless necessary 
financial assistance is immediately forthcoming, he has 
grave fears for the stability of his country. 


PROPOSAL 


1. We propose that the United States Government purehase 
from the Saudi Arabia Government finished petroleum products 
to the value of six million dollars annually for a period of 
five years. 


2. The Company will contract with the King to produce, manu- 
facture and load such products for his account at a Persian 
Gulf port. 


S. The King will waive royalty on an amount of crufe o11 cor- 
responding at current royalty rate to $6,000,000. 


4. The Products taken under this arrangement, except that 
taken for use by the U.S. Navy or other U.3. Government pur- 
poses within the area, would have to be moved outside an area 
approximately defined as follews: ypt, the east coast of 
Africa, South Africa, Australasia, india, the Straits Settle- 
ments, China, Japan and possilly the Philippines. 


5. We suggest that for the purpose of determing the quantit 

of products due under this arrangement an agreement be reached 
48 the prices of certain products to be supplied over an 
agreed period, 


6. We suggest that our State Department approach the British 
not only to inerease the amount of money which the British 
have been advancing to the King, amounting to 400,000 pounds 
sterling per year, but also to request the British to continue 
to make such advances in sufficient amount, which, added to 
those made by the United States Government, plus any other 
revenue received by the King, will total approximately 
$10,000,000 per year. 


Any British advances should be on a political and 
military basis and should not involve their getting any oil 
from this concession, the British at the present time being 
well supplied from Iran, Iraq, and Bahrain, etc, 


April 21, 1941 
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Mr, Secretary: 


In the attached papers Mr. Moffett states that 
unless King Ibn Saud receives financial assistance at 
once there is grave danger that this independent Arab 
Kingdom cannot survive the present emergency. Mr. Moffett 
therefore proposes: 


(1) That we urge the British Government to inorease 
from 4400,000 to &900,000 the payment which they are making 
to the King in 1941. 


(2) That the United States Government agree to pur- 
chase from King Ibn Saud petroleum products to the value 
of $6,000,000 annually for the next five years. 


(a) Mr. Moffett believes that some of this 
etroleum could be consumed by the United States 
avy or other Government agencies, 


i(b) However, that part of the o11 not used 
by the Government would have to be marketed out- 
eide the Pacific area, presumably through private 
channels. In practice this would mean that, as 
conditions are at present, the only marketing area 
would be the Western Hemisphere. 


Although our own information regarding the financial 
situation in Saudi Arabia is not precise (we have no repre- 
sentative permanently resident in Saudi Aratia), we do 
know that the King's finances have been severly strained. 
Ordinarily the chief revenues of the Kingdom come from 
the Moslem pilgrim traffic, from customs revenues and from 
oil royalties. The firet two sources have been effeotively 
dried up by the existing situation. The o11 royalties paid 
by Mr. Moffett's company, plus advances on those royalties 
in the amount of $6,800,000, have apparently been insuf- 
ficient to meet the financial needs. The annual budget of 
$10,000,000, estimated by Mr. Moffett, appears to be 
reasonable in the existing situation. 


POLITICAL 
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POLITICAL BACKGROUND 


King Ibn Saud is unquestionably the outstanding 
figure in the Arab world today. He has long had intimate 
relations with the British and has been friendly with then 
despite the fact that during the last war the British 
supported his rival, King Hussein, as their candidate 
for the propoged Arab Empire. All of our recentireports 
from our own officers and from the British indicate that 
the King favors the Allied cause. He has some complaints 
against the British, particularly their policy of sup- 
porting the Jewish National Home in Palestine. The only 
political dealings we have had with him were on the same 
subject when, about two years ago, he addressed a letter 
to the President objecting to this Government's alleged 
activities in favor of the Jewim National Home and 
against Arab interests. There seems little reason to 
doubt, however, that fundamentally Ibn Saud is anti- 
Axis. (It is pertinent to remark that about three years 
ago he refused to grant 011 concessions to German and 
Japanese interests and instead accepted a lese favorable 
concession agreement with Mr. Moffett's company.) Since 
Ibn Saud'’s influence is great in the Arab world a goo@ 
case can be made out in favor of granting him financial 
support. The question arises how this support can best 
be given. The following comma@ts are submitted on Mr, 
Moffett's proposals, as outlined at the beginning of this 
menorandun: 


(1) No objection is perceived to discussing with the 
British the question of their increasing by &500,000 their 
1941 payment to the King. This would be a small price for 
them to pay for Ibn Saud's support and influence in this 
vital Near Eastern area. 


(2a) It would presumably be possible for the Navy to 
use in the Pacific area some, or possibly all, of the extra 
oil which Mr, Moffett proposes to produce. This question 
would have to be discussed with the Navy Department, and 
would involve consideration of such points as whether the 
Navy is obligated by law to obtain its oil by competitive 
bid, the extent to which the Navy is restricted by current 
contracts, et cetera. 


(2b) Whether it would be possible for the Government 
to sell, through commercial channels, that part of the 
proposed Arabian new production which it could not consume 
raises various considerations. Mr. Moffett makes the 
condition that the proposed production in excess of United 
States Covernment requirements “would have to be moved 


outside" 
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outside” of the Pacific area. This probably means that in 
practice it would have to be sold in the Western Hemisphere 
since there is no available market in Europe or West Africa. 
Why this excess o$1 could not be sold in the Pacific area 
through commercial channels Mr. Moffett does not make clear, 
One is perhaps justified in the speculation that such sale would 
be contrary to gg Sg agreements among the large oil conm- 
panies or merely that ere actually is no ready market in 
that area except Jepan. The further question arises whether 
this excess o11 could find a market in the Western Hemisphere 
unless the Government was prepared to sell it at a loss to 
marketing companies. Consideration might also have to be 
given whether the charge might not be made that the commercial 
part of Mr. Moffett's proposal was of direct benefit to the 
California Arabian Standard O11 Company and that the proposal 
was designed to relieve that company from the difficult situ- 
ation in which it has been placed. All in all the commercial 
part of the proposal seems open to some objections, although 
these might. be overcome upon more intensive investigation. 


AN ALTERNATIVE PROPOSAL 


If 1t is decided that action should be taken to give 
financial support to Ibn Saud, and there appear to be sound 
reasons in favor of such a proposal, possibly an arrangement 
an be worked out combining a part of Mr. fett's proposal 
with action under the Lend-Lease Act, Mr. Moffett feels 
that Ibn Saud needs approximately $6,000,000 from our side, 

It might be feasible for the Navy to purchase $3,000,000 to 
$4,000,000 worth of 011 for use at bases in the Pacific. 

Even more might be used, but it is not clear from Mr. Moffett's 
statement whether it would be possible to produce more refined 
products than he has suggested, (Nearly one-half of the pro- 
posed production of $6,000,000 consists of gasoline which 

might not be required by the Navy. In this connection it is 
understood that the gasoline produced in the Saudi Arabian 
field is of low octaine content which, even when leaded to 

the maximum, does not exceed 85-87 octanes.) Assuming, however, 
that the Navy could use all of the heavy products amounting 

to something over $3,000,000 in value, the balance of the 
$6,000,000 might be made up by furnishing supplies to Saudi 
Arabia under the Lend-Lease Act. Such help might be extended 
in return for satisfactory political assurances and commitments 


Negotiations covering these matters might appropriately 
be undertaken by Mr. Kirk, our Minister in Eevee, who in any 
case should be , Shoe tae shortly to Jidda to present his 
credentials to Saud, to whom he is also accredited. 


Wallace Murray 
NE:PHAL1ingffts 
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SUBJECT British financial assistance to Saudi Arabia: 
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Standard 011 Company, and Mr. Alling with reference 
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ainet this, the CASOC has already advanced 410,000,000 to 
King Ibn Saud since the start of the war, and beginning this 
year, will apply 50% of royalties to repayment of the debt. 
In addition, $250,000 worth of petroleum products are sold 
annually to the Saudi Arabian government and charged to the 
“advance account", Accordingly, on the present basis, it — 
would appear that the net annual reduction in the a@wance 
aecount will ve only «250,000 per year, ani that the Jaudi 
debt to CASOC would not be paid off for 40 years, despite 
the pledging of 50% of the government's royalty revenue to 
that prrpose, 


This appeared to surprise Mr. White, and after Mr. Owen's 
departure, he confided that he had had no idea that such a 
large proportion of the Doyalty revenues was already pledxed, 
He had been counting upon royalty revenues to provide funds 
for repayment of loans of silver which the Treasury has been 
considering making to the Saudi Arabian government. Cf course, 
Mp, Owen had said that CASOC anticipated expanding output to 
200,000 barrels per day or 73,000,000 barrels per year in the 

“Wairly near future, under a program understood to have the 
backing of President Hoosevelt. This would mean annual royalty 
revenues of $17,000,000 which could easily sup ort repayment 
of both the CASOC advances and substantial additional loans 

by the United States Government. 


Ar, White remarked that the ‘riske" involved were grester 
than he had underetood, and that it might be more difficult 
to arrange for the loan of eilver via lend-leszse channels, 
Silver can be loaned only upon the guarantee of the recipient 
to repay in kind, ounce fe@mounce, within five yerre from the 
date of receipt, 


Discussion then turned to a telegram from ‘r, »008e, 
Minister iesident at Jidia (Jidda's 82, August 6, 11 p.m.) 
requesting a more definite statement of Treasury's intentions 
with respect to a loan of silver and the purposes of the 
visit of Mr. Gunter, Treasury represent«tive, now en route 
to Saudi Arabia. Mr. MeGuire stated that he had received the 
impression at the meeting of July 24 with Mr. Bernstein, that 
Treasury had agreed to the loan of 7,500,000 ounces of silver 
worth aporoximately 3,000,090, subject only to the King's 
willingness to guarantee repayment in kind, and that the 
chief purpose of Mr. Gunter's visit was to obtain this guar- 
antee from the King. Mr. White said that the Treasury was 
merely giving sympathetic consideration to the loan, pending 


receipt 
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receipt of a formal request from the Saudi Government, and 
a report from Gunter ae to the need for it after investiga- 
tion on the t. It was apparent that considerable confu- 
sion had develeped, and it was agreed that reconsideration 
of the plans outlined in the Department's 57, July 26, to 
Jidda, was appropriate in view of recent telegrams from 

Mp, Meese (Jidda's 75, July 29 ani 82, August 6) and the 
present position of the Treasury. 


Mr. Moose has expressed doubts as to the advisability 
of a visit to the King unless Gunter can take with him a 
firm offer in return for the King's guarantee. Moose states 
that if Gunter is merely seeking information on the finan- 
Gial and monetary situation, such information must be ob- 
tained from the King's financial advisers, or from Sritish 
or CASOC officials, none of whom will be in Saudi Arabia 
at the contemplated time for Gunter's visit. Shaikh 
Abdullah SUEIMAN, “inieter of Finance, is in India, and 
will not return to Arabia for two months, Najib Salha, 
another financial adviser, is in Riyadh (residente of the 
King) at the moment, but is seheduled to go to Cairo on or 
before August 20, i.e. prior to the probable date of 
Gunter's arrival, LiBKICHER, CASOC expert on Saudi Arabian 
finances, is now in Dahran, but will come to Jidda in Jepe 
tember, Rugman, a British adviser to the Saudi Government, 
is now in Khartoum, 


If Moose's opinions concerning lack of informed sourees 
in caudi Arabia are correct, it would appear that a revi-ge 
sion in Gunter's itinerary may be in order if his objective 
is the obtaining of information, Despite the sugeestion, 
Mr. white seemed to believe that Gunter would be able to 
Pick up the required information in two or three days in 
Jidda; that he could then cable the information and a re- 
commendation to Washington; and that if the loan then seemed 
advisable, Treasury could rush through the arrangements and 
authorize Gunter to present a firm offer to the King in 
return for the guarantee, ‘ir. Bernetein proposed to send, 
new detailed instructions to Gunter regarding the required 
inforgation, and suggested that, in the meantime, State 
inform “oose to delay arrangements for the visit to the King. 


Mr, Livesey and Mr, MeGulre agreed tentatively to this 
procedure, subject to discussion with Mr. Murray ans br, 
Alling. it is suggested that further consideration be 

iven to Moose's observations on sources of information, 

t would appear also that Mr. “hite is not fully aware of 
certain factors which may make the loan advisable despite 
apparent current risks, After Mr. Owen had left the meeting, 


ty, white 


-4- 


Me, White remarked that he could not see “what all the 
Pecaet was about", sinee CASOC apparently had a tight 
concession, and a profitable one, and would probably pro- 
vide whatever assistance the British failed to provide. 


NOTES Mr, Glendenning, of Treasury, has Jwt read to se 
over the telephone a proposed telegram containing instruce 
tions for Gunter. The content is apnroximately as follows: 


"You are to Obtain from the Saudi -rabian Government 
a formal request for a loan of silver, This request should 
specify the amount of silver requested, and the reasons why 
it is needed, You are to make it clear that a guarantee 
must be given to return the eilver 

° ow are so to make a 

person report on your own observations as to the effects 
of the shortage of silver upon the dJaudi Arabian economy, 
and your opinion as to the need for the loan, You may wish 
to talk to NAJIB SALHA, financial adviser to the King, who 
will be in Cairo on or before August 20," 


It ia suggested that this telegran still does not take 
full account of the difficulties outlined by Moose, The 
formal request would undoubtedly have to come from the King, 
yet the King may be unwilling to move in the absence of all 
his finahoial advisers, Perhaps the King should be asked 
to keep NAJIS in Riyadh until Moose and ter can pay a 
visit there, 


GOLC SAL¢&S IN tGYPT 


dith respect to the request of the cgyptian Government 
that the British and American Governments hold discussions 
in Cairo looking toward an agreement on the rates at which 
gold will be sold in Egypt, Mr. White suggested that the 
Treasury would prefer to abide by whatever terms the 5ritiseh 
arrange for the present initial three-months program, He 
444 not think it necesssry for American representatives to 
take part in the discuesiona, unless the igyptians insist. 
For the future, he thought the State Department should decide 
how much influgnee the American Government should exert upon 
the details of joint Anglo-American gold sales, 
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In the course of a conversation, Mr. Lenahan stated 
that the Saudi Arab Government had asked the Company 
to make a further advance of $500,000. On learning of 
this request from its representative at Jidda, the Company 
FY had asked him whether the assistance promised by the 
9 British was not enough for the time being. (Cf. Mr. Alling's 


Ls memorandum of May 2, 1942.) The reply of the Jidda repre- 
4 sentative was that the British had not actually made the 
a) Y funds available, but had merely earmarked them. 
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Your 1235, July 14, 5 p.a. 
You are requested to inform the Chargé at Jidda 
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that the Department instructs him to approach the 

2 Saudi Arabian Government in accordance with your recommen- 

yA oY dations. 

War Department is being informed of your telegram 

under reference, and of the present instructions. 

/ CASOC estimates the value of British assistance 
to Saudi Arabia this year at nearly four million pounds 
sterling and states that the Company is furnishing three 
million dollars at the rate of five hundred thousand 


every two months. 
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Financial Conditions - Saudi Arabia: 


Informs that British Government now subsidizes Saudi Arabia 
up to 3 million pounds this year. 
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Mr. Garry Owen, California-Arabian Standard 01] Co, 
Mesers. Livesey and McGuire, Department of ‘itate 


PARTICIPANTS: 


COPIES TO: KE, FD, PA/M, A-A Mr, Berle 











The meeting took place in Nir. White's office at the 
Treasury, Mr. Owen had just returned from Saudi Arabia 
after a three year assignment with CAs0C, and the first 
hour wes devoted to his presentation of a first-hand ac- 
count of conditions, and the answering of many questions 
put to him by Messrs. White and Bernstein, Chief emphasis 
was laid upon the shortage of silver and upon the details 
of the CASOC 011 concession and its importance as a revenue 
source for the Saudi Arabian government. Much of the in- 
formation given by Mr. Owen is already on file with the 

t of State, but he was able to provide some in- 
teresting sidelighta and to confirm and clarify information 
already available, 


ac, White evineed particular interest in the amount of 
royalties payable by CASOC to the Saudi Arabian Government. 
Production is now rumning at the rate of 12,000 barrels per 
day, or about 4,400,000 barrele per year. The royalty 
amounts to approximately 234 perbarrel, so the Government's 
royalty revenue amounts to about $1,000,000 per annum, 


Against 
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FINANCIAL DIVISION 
WEAK EASTERN April 3, 1943 


General gonelderations in Connection w 
Economic or Financial Assi sta to Sa 
A. Political 3/1/47 


Ibn Saud, King of Saudi Arabia, exercises great influ- 
ence throughout the Moslem world because of his outstanding 
ability and personality, his unique position as a truly 
independent Moslem monarch, and his guardianship of the 
Holy Places of Mecca and Medina, 
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Having begun his career as an exile from the hereditary 
domeins of his family in Nejd, he has succeeded in pacifying 
the greater part of the Arabian peninsula and in establish- 
ing order where order had never before been known, 
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One of the methods which he adopted in suvpressing 
tribal warefare was the regular grant to the tribes of 
certain quantities of foodstuffs and cotton textiles so 
long as the tribes refrained from their customary raiding 
and tribal warfare, In addition to subsidies to orderly 
tribes, the King soon demonstrated that he would not hesitate 
to punish those which were unruly, and that he could be as 
ruthless as the occasion required, 
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The policy of rewards to good tribes and punishment 
of bad tribes, as administered by King Ibn Saud, has been 
remarkably effective, 


At various times he has secured financial assistance 
and supplies from the British for the purpose of maintaining 
his system of rewards. Recourse to British sources was 
made necessary by the scantiness of Arabian resources; and 
the British were often anxious to »ssist Ibn Saud because 
of his influence throughout the Moslem East, and because 
disturbances originating in Saudi Arabia could easily cause 
difficulties in neighboring Arab territory under British 
control. British assistance to Ibn Saud in 1942 was 
limited to about three million pounds sterling, while the 
estimates for 1943 were fixed at four million pounds, 


B. Financial 


Prior to and during the First Worid War, Ibn Saud, 
who was then ruler of parts of central and eastern Arabie, 
received subsidies from the British. Eventually these 
subsidies were discontinued; and it seems very vrobable 
that the reason which impelled Ibn Saud to invade the Hejaz 


and 
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and to expel the Hashemite family from Arabia was the urgent 
need of revenue with which to continue his policy of sub 
BSidies. With the conauest of the Hejaz, Ibn Saud was in a 
position to secure revenues from the traffic in pilgrims 
to the Holy Places of Mecca and Medina. . 


The year 1929 marked the high point in pilgrim treffic, 
and thereafter the revenues from that source dwindled. The 
introduction of automobiles into Saudi Arabia made it 
necessary for the King to secure greater sums in foreign 
exchange than had formerly been required, 


In 1933, therefore, a concession was given to the 
California Arabian Standard 011 Company for the develop- 
ment of o11 deposits in eastern Arabia, and the King expected 
to receive fromail royalties considerable additions to his 
income, 


Had the voresent war not intervened, it 1s likely that 
the oil royalties would have been sufficient for all the 
reasonable needs of Saudi Arabia. War conditions, however, 
interfered with the exvortation of o11, and the royalties 
did not come up to expectations, Meanwhile, the vilgrim 
traffic almost vanished, 


Besides those already menticned, the Government of 
Saudi Arabia (which, in practice, is the King) had two minor 
sources of revenue: royalties and dividends from the Saudi 
Arabian Mining Syndicate, an American-controlled 5ri ti sh- 
incorporated company engaged in ¢cld mining in the He jaz; 
and customs duties.: 


With the decline in his revenues, ie Ibn Saud requested 
and obtained advances from the California Arebian Standard 

011 Company and from the Saudi Arabian Mining Syndicate; 

but these two organizations were unable to supply the funds 
required for the operation of the Saudi Government, 


Ibn Saud therefore requested a loan from the United 
States Government, but was turned down on the grounds that 
Saudi Arabia was an area of British, rather than American, 
interest. Then the King turned to the British, and obtained 
assistance in 1941 to the extent of one million pounds and 
in 1942, three million pounds. 


In the latter year, the Saudi position was roughly 
as follows: 


income 
Advances from the British L3,000,000 
Advances from oil company 750,000 
Local revenues (custome, etc. ) 
, 000, 000 
Expendi tures 
Total L4 


#4 , 000, 000 
L 4,000,000 


The total investment of the California Arabian Standard 
O11 Company in Saudi Arabia is in the neighborhood of 
forty million dollars, and its total advances to the Saudi 
Government (not including, of course, accrued royalty 
payments) are perhaps ten million dollars. 


The investment of the Saudi Arabian Mining Syndicate 
ie much less, and it is understood that most of the 
Syndicate's advances to the Saudi Government have been 
reimbursed by offset of royalties. 


It should be noted, however, that there are no foreign 
investments in Saudi Arabia other than the two companies 
mentioned; that the bulk of the investment is American; 
and that the control of those enterprises is exclusively 
American, 


In addition to the Saudi problem of finance, currency 
questions have given rise to much difficulty. Heretofore 
the stendard currency of the country has been gold, with 
a subsidiary coinage of silver struck in the name of Ibn 
Saud, The unit of gold is the British sovereign, while 
the silver coin is called a "Riyal", The ratio between 
the two fluctusetes continually. 


Since gold and silver coins equal to the Saudi standard 
of fineness are not reedily obtainable in adjacent countries, 
there has been a considerable export of vrecious metal from 
Arabia for hoarding and other purposes. Thus, the Saudi 
currency disapvears, little by little; and the process is 
aggravated by the fact that the virtual absence of local 
taxation makes it imvossible for the Government to recover 
possession of any of the local currency when it has once 
gotten into circulation. Thus, the British continually 
received requests for additional sums in gold and silver, 
and generally the requésts were granted. Sovereigns and 
newly-minted silver riyals were periodically imported from 
India, 


C. Present British Plane 


The British Government intends to continue supolying 
indispensable supplies to the Saudi Arab Government; and 
4t 18 reported that a total value of not more than four 
million pounds was cortemplated in 1943 for all types of 
assistance, 


The British treasury, however, has objected to con- 
tinued shipments of gold and newly-minted riyals to 
Saudi Arabia, and has therefore devised a plan for a paper 
riyal to be backed by reserves supplied by the British 
Government, and to be controlled by a currency board 


consisting 


olen 


consisting of the Saudi Minister in London, and representa- 
tives of the British Government and the British Treasury. 

The Saudi Government appears not yet to have approved the 
lan; but there would seem to be no alternative if the 
ritish refuse to supply further gold and silver, 


The new vaper riyal would have avalue of 1/64. (one 
rupee) and would be convertible into sterling. By pvutting 
into circulation currency having no commodity value, it is 
believed thet the exportsetion of the local currency will 
no longer be profitable (as is now the case in the exporta- 
tion of gold and silver), 


In a letter dated March 17, 1943, Mr, A.T.K.Grant, of 
the British Supply Council, realistically observed that 
"the notes should maintain their value once it is discovered 
that they will buy whatever is wanted from Gellatley, 
Hankey (the big merchants) as well as a rial coin will". 
It would therefore appear that the British realize that the 
existence of reserves against which the notes are to be 
issued will be of no avail in creating conficence in the 
notes, but that acceptability may be based on ability to 
purchese needed commodities. In practice, therefore, the 
fate of the paper currency will be depencent upon the British 
ability to supply goods to Saudi Arabia for sale against 
payments in paper rials, This feature of the system wil} 
doubtless be beneficial in one respect, since sale of British 
supplies in the local market will enable the Saudi Government 
to recapture miyals already in the hands of the vopulace, 
and to force the currency to circulate ina more or less 
closed orbit, 


D, American Aims in Saudi Arabia 


At present, the British interest in Saudi Arabia is 
the maintenance of order in Arab countries, and the 
general advantage among its Moslem subjects to be derived 
from the open friendship of the leading Moslem ruler. These 
are the things the British are paying for, and they are 
getting them. Nevertheless, the entire transaction is being 
handled as though British advances were reimbursable at 
some future date, and receipts are taken for all advances, 
Perhaps something in the nature of notes are taken as well. 


It does not seem unduly suspicious to foresee that at 
some future date there may be a tendency in London to forget 
that Great Britain has already received full political value 
for its advances to Saudi Arabia, and that some pressure 
may be exerted on Saudi Arabia to compensate the British 
Treasury in the interest of the British taxpayer. In that 
event, Ibn Saud, or his successor as King of Saudi Arabia, 


will 
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will have to choose between rejection of the British demands 
and sacrifice of the American o11 interests for the benefit 
of the British, There can hardly be any other choice be- 


cause the country has no resources of consequence besides 
ite oil reserves, 


Since there is grave doubt that the United States will 
continue for any long period to be self sufficient in the 
production of petroleum, the existence of huge o11 reserves 
under the exclusive control of an American corvoration 
would appear to be of national interest. This condition 
exists in the holdings of the California Arabian Standard 
O11 Company in Saudi Arabia, 


It would therefore behoove the United States to shape 
its policy in Saudi Arabia toward (1) the protection of the 
011 interests already established, and (2) the establishment 
of Naval o11 reserves, which the Navy Department hae ex-— 
vressed an interest in acquiring. 


While Ibn Saud is genuinely friendly to the British, 
there is reason to believe that he would welcome closer 
relations with the United States, and that in some respects, 
at any rate, he prefers Americans, This oreference is solidly 
based on the knowledge that the United States has no political 
aime in the Moslem East, 


The King will not throw himself completely into the 
arms of the British for two principal reasons: he cannot 
apvrove either the theory or the practice of British policy 
in Palestine; and he can scarcely ignore the technique by 
which the British have extended their influence into and 
over Arab territories adjacent to Saudi Arabia. The examoles 
of Palestine, Transjordan, Iraq, Kuwait, Iran, Bahrain, 
Trucital, Oman, Oman, Aden, Somaliland, Jibouti , Eritrea and 
the Sudan are too obvious a warning to Ibn Saud, regardless 
of the current trend of British policy. 


Indications of thie preference for Americans might be 
the King's insistence that the California Arabian Standard 
011 Company's concession include a clause which vrevents the 
employment of Britishers by the company in Saudi Arabia, 
and the King's request of financial assistance from the 
United States some two years ago, The fact that the King 
made such a request will make it easier for the United States 
Government to carry out any or all of the steps suggested 
below in furtherance of the two aims mentioned earlier in 
thie section, 


E. M Co der F fe) A 


(1) The British Government advanced to the Government 
of Saudi Arabia supplies and funds amounting to more than 


four 
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four million pounds in the calendar yearge 1940, 1941 and 
1942, and advances in 1943 may amount to an equal sum, It 
might be possible for all or part of this indebtedness to 
be transferred to the United States in vart compensation 
for lease-lend assistance to Great Britain, vrovided, of: 
course, that such transfer were agreeable to the 8ritish 
and to King Ibn Saud, and provided also, that it would con- 
form to American law and regulation. It seems vrobable 

that no objection would be raised by King Ibn Saud, while 
the British attitude could be determined only by inquiry. 

If the tranefer of indebtednees were a part of a general 
scheme for the United States to share in the necessary 
assistance to Saudi Arabia, it would appear that the likeli- 
hood of British objection would be less than :f such trans- 
fer were to be considered separately. In any event, the 
advantage of transferring to the United States an indebted- 
ness already existing would be small in comparison with the 
advantage which will be derived if the United States furnishes 
a substantial part of Saudi Arabia's requirements during the 
abnormal period lying ahead, 


(2) Saudi Arabia hes been declared eligible to receive 
lease-lend assistance, and a number of motor trucks will 
probably be supplied to that country shortly. No doubt the 
King will be gratified by this gesture; but in order to 
establish the American position in Saudi Arabia, 1t will be 
necesssry for the United States to provide a considerable 
proportion of the Saudi Arabia's needs at least as long as 
Great Britain continues to do so. It is unlikely that it 
would prove practicable for the United States to attempt to 
take over the entire burden of supplies both because the 
British might object and because of relatively easier trans- 
portation from India than from the United States, 


(3) If the plan outlined above for the establishment 
of a Saudi currency should be carried out, the currency 
will be entirely under British control. tt will be backed 
by reserves supplied by the British (which presumably will 
consist of sterling credits in London), and will be controlled 
by a three-man board located in London, two members of which 
will be British-appointed and over the third of which the 
British Government will have a veto. The currency board will 
“operate on normal Currency Board Lines with a currency 
officer in Jidda." What such normal lines are, has not 
been exvlained; but if the British Government should ever 
wish to vut pressure on the Saudi Government, either for the 
reasons cig tl in D above, or for any other reasons, 
control of Saudi currency af*ords an influence which might 
be exerted, not altogether to the interests of the United 
States or of the American enterprises concerned, 


A 
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A further consideration in this connection is the 
possibility that supplies for Saudi Arabia wnder lease- 
lend might be used, as Mr, Grant indicated British supplies 
will be used (see C above), to insure the general accepta- 
bility of the British-controlled currency, 


To safeguard the present American position in Saudi 
Arabia, 1t would seem desirable to have an American member 
on the board controlling Saudi currency. In Moslem countries 
the issuance of currency has always been considered one of 
the prime attributes of sovereignty, and it is therefore 
believed that the King will insist that the members of the 
board shall, in name at least, be Saudi officials. Possibly 
it would be easier for an American member to sit on the 
board in that event, than it wonld if the board were either 
British or of an international character, An Americen member 
would not, of course, be able to direct the board, but his 
presence would have a salutary effect on the British member, 
and would enable the United States Government to have vrompt 
and accurate information about the policies, aims and actions 
of the board, 


Like the possible transfer of Saudi indebtedness to the 
United States, it 1s believed that participation in the 
currency scheme would be facilitated if 1t were part of a 
general plan for the United States to share more or less 
equally with the British in aiding Saudi Arabia. Such general 
plan might well include reserves supplied by the United States. 


In the telegram from the Legation at Jidda dated noon 
March 22, 1943, it 18 reported that the British currency plan 
contemplates the voesibility of isquing "currency..in excess 
of sterling amount provided by British Government" which 
excess "must be backed by adiitional capital supplied board 
by Saudi Arab Government from other income sources", Such 
other sources can scarcely be other than the California 
Arabian Stesndard 011 Comvnany or the United States Government. 
It should be noted that the reserves to be contributed by 
the British are limited to 25,000,000 riyals, while the 
contributions which the Saudi Arab Government will obtain 
from “other sources" is not subject to limitation. 


In view of the foregoing, it is believed important that 
an American should sit on the currency board, and that the 
United States should supply a nart of the currency reserves. 
It 16 vresumed that the Treasury Department, or some other 
division of the Government would be better informed than 
the State Department on how such reserves could be supplied. 


F. Further Considerations 


It should be borne in mind that the need for American 
assistance to Saudi Arabia arises not only as a result of 


war 
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war eonditions which have dislocated the economy of a country 
whose King is instrumental in moulding opinion in the Arab 
world, but also as a means of ensuring ale niga access to 
needed o11 reserves outside the United States, 


It may also be accepted as axiomatic that the Arabs 
will resist the use of paper currency, and will finally 
accept it only when they are convinced that they have no 
alternative. It is only reasonable, therefore, to expect 
resistance to the introduction of notes, and difficulties 
resulting therefrom, However, if the issuance of notes 
ie properly handled, if it is made part of a vlan to supply 
Saudi Arabia's needs, and if due consideration is given 
to Arab and Moslem susceptibilities, there seems to be no 
reason why it should not succeed, 
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British heln tn 1940 was 400,000, 1a 1241 
B1,000,000 and in 1942 British “laister statics that 
1% will be 835,000,000 confirmins ficure previously 
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In approximate ficures 1942 Savdl budzet totaled 
84,000,000. Local incorne was &250,000 fron customs 
receipts and pil zrims, &750,000 frem CASOC and bd,000,000 
from British Governrnent. “xpenses were k3,900,000 “or 


salaries, 8600,000 for free fond to keep tribes quiet 
and &400,000 for transnvorte 


Contemplated 1943 budset of 45,000,000 necessttatad 
by hither prices includes local revenues of 8200,000, 
from CASSC 8300,000, fro British 64,400,000 wrile 


expenses are salaries b3,750,000, free food &850,000 and 
transport &400,000. 
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The Secretary of State ag ag his compliments to 
the Honorable the Seoretary of the 
Copies of a departmental memorandum, dated April 3 
entitled “General Considerations in Conneetion “it 
Economie or Finaneial Assistance to Saudi Arabia 


May 8, 1943 


Treasury and agit 
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. From Legation, Jidda, Telegram 


. From 


Memorandum, April 3, 1945 

8, May 6, 1942 

42, August 11, 1942 
57, September 1, 1942 
82, October 9, 1942 
73, January 14, 1945 
110, January 18, 1943 


From California Arabian Standard 011 Company, Jidda 
to same, Sen Francisco, February 1, 1943. 


From Legation, Jidda, Telegram no. 16, February 15, 1943 
From Legation, Jidda, Telegram no. 21, March 15, 1943 a 
From Legetion, Jidda, Telegram no. 2°, March 22, 148 > 


From California Arabian Stanéerd 011 Company, Jidée = 
to seme, San Francisco, March 22, 1943. 


From Legation, Jidda, 


Legition, Jidda, 


Telegram 
Telegram 


From Legation, Jidda, Telegram 


From Legation, Cairo, Telegram 


From Legation, Cairo, Telegram no. 
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Telegram from Gary Owen, kKepresente- 
tive of California Arabian Standard 

Oil Company, Jidda, to Fred Davies, 

200 Bush Street, San “#rancisco, 


Jidda - February 1, 1943 
kKec'd S.i. ” _ = 
DAVILS 

200 Bush St. 


S. fe COLBD 


429 mMY425 ‘'lalked with xugman Khartoum and find Saudi 
Arab note issue suggestion originated with him last Qetober* 
but was dropped during his November visit when Governmen 
indicated religious and other considerations made acceptance 
of plan impossible. rresent change in tovernment attitude 
aoparently due realization other form british currency assis- 
tance cannot continue. 


Kugman contemplates fo.lowing general outline. trirst 
Saudi Arab note issue by »ritish bank vrobably Marclays which 
would estabiish Jidda branch. »econd writish svovernment provide 
capital to the extent of issue. Third Control of note issue 
and investment of capital in hands of vYurrency vLoard, three 
members appointed one each by treasury, »ank and caudi «arabian 
Government. t#ourth Saudi arabian Government decree to make 
notes legal tender for all purposes in all private and govern- 
ment usalings. #ifth vutficial exchange rate with sterling to 
be fixed. Sixth rrofit from investment of ca»ital * issue 
would after deducting bank hanalinge charges be uccumulated and 
after building up reserve* 20% excess* would be paia over to 
Saudi arabian Government. Seventh Anticipate six months to 
year to get* in operation, 


Wikeley advises first king has given consent in principle 
but foresees difficulty with population. Second Yaseen now 
participating in discussions and pressing for immediate assur- 
ance regarding interim financing. ‘Whird 5,000,000 new rials 
left Bombay January 21st expected soon, sourth woritish Vovern- 
ment apparently reconciled necessity su plying some gvola in 
interim and Wikeley has advised London 100,000 sovereigns may 
be necessary tebruary ii supplies do not arrive from which riels 
can be realized. “fifth british have assured sterling credit 
$225,000 per month for interim most of wrich will be used to 
purchase supplies through UKCC,. 


Wikeley intormation confirmed to me by Majib. cLatter says 
actual currency reauirements of sovernment for 1943 are 
45,000,000 rials which Government had anticipetea would come 
to 25,000,000 from new minting which wo»ird recommended to London 
pursuent to discussions mentioned second paragraph «Y414 and 
20,000,000 from sale of supplies by Government. 


vwikeley 


Wikely anticipates further visit from sugman soon. 
séither then or immediately following Treasury will probably 
send currency expert to formulate detailed plan provided of 
course proposal is to go forward. 


iL question of — and advisers fully appreciate proposal 
with its attendant r fications and control. ‘Jhey may con- 
template printing press with unlimited output and when plan 
more fully understood they may not be so willing to proceed, 


GARRY OWEN 
*Mutilations 
RCS vEO (2) 
FAD - Wash. 
WIL - sal 
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Telegram #rom Gary Owen, Represente- hos 
tive of California Arabian Standard 

Oil Company, Jidda, to rred vavies, 

200 Bush Street, San #rrancisco. 


Jidda warch 22, 1943 
nreé"'a SF" 23, *™ 


DAVIES 
200 Bush 
SeFe CODED 


448 NY440 Kepresentative ralestine Currency vVontrol Loard 
now here explaining to Government London proposal for Saudi 
Arab note issue. wain points are rirst - Ureation of saudi 
Arab Lurrency Control board in London composed of Saudi Arab 
Minister, british Government kepresentutive and bank of 
angland Kepresentative; Second - As a part of its subsidies 
to Saudi Arabian Government, British Government will provide 
Currency board with sterling amount equivalent to number of 
new rials required for internal requirements. This year's 
forecast estimated at 25,000,000 for this purpose. See 
Fourth Paragraph NY429. ‘third - LCurrency board will issue 
notes in denominations one-halr to 100 rials each. actual 
issuance of notes in saudi arabia will be handled jointly 
by Saudi Arabian Government official and Currency Board 
Agent. Latter may be individual sent here for specific 
purpose or possibly Gellatly Hanky. -rlan does not contem- 
plate participation by any bank. sourth - Lurrency needs 
in excess of sterling amount provided by »ritish Government 
must be backed by additional canital contributed to board 
by Saudi arabian Government trom other sources of income, 
fifth - Same sterling exchange as rupees. oixth - If 
adopted plan to become effective January 1, 19L4. 


Wajib has suggestea tnat until confidence establisned in 
notes Saudi Arabian Government must be ready and able redeem 
in full in gold or silver thus requiring additivnal assistance 
during estabiishment ot plan in the amount of note issue. 
Believe this necessary for one year by which time comparatively 
small redemption will be required. tor redemption purpose 
Najib favors gold to get people out of habit of using silver, 
Would also force use of paper for all small transactions. 
Najib also suggests Government should issue decree requiring 
use of paper currency in all payments (of-to) Government thus 
creating demand for notes. 


Director of \:ines seems thoroughly convinced that plan 
is only long time solution of currency problem and that it 
should be adopted but I understand Yusuf still finds religious 
objections. Plan now to be considered by Government and if 
accepted active measures will ve taken to put into effect. 
NY449 follows. 

GARY OWEN 

KCS CKO(2) 
FAD - Wash KHB DN #kC GDC RL 
WIL . To he handled by: (FAD) JMacP 
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May 14, 1943 


The Jecretery of State presents his compliments to 
the Honorable the President of the saxport-Import bank md 
encloses copies of a departmental memorandum, dated April 3, 
1943, entitled "General Vonsiderations in Connection with 


sconomic or Financial Assistance to Saudi Arabia" prepared 
by mr. James S. moose, Uhargé d'affaires ad interim to 
together with copies and paraphrases of 
ting to seudi srabian monetary provlems and 


Yaudi Arabia 


tele,rams rela 


conditions, as listed below. 


snc losures: 
f 1. Memorandum 

2. vFrom Legation, 
3. From Legation, 
4. From Legaticn, 
5. From legeticn, 
6. From Legation, 
7. From Legation 
8. srom 


California Arabia 


April 3, 1943 


Jidda, telegran 
Jdidda, telegram 
Jidda, telegram 
Jidada, telegram 
Galro, telegran 
Cairo, telegram 


NOe 
QNOe 
NOs 
NOe 
NOe 
NOe 


92S/1¢9° 3068 


8, may 6, 1942 
42, Auguet 11, 1942 

September 1, 1942 
Uctober 9 $942 
73, January 1h, 1943 
110, Junuery 18, i943 


n Standerd Ull Company, Jidda, 


to same, Yan rranciseco, February 1, 1943. 


9. #Fom Legation, didda, telegram no. 16, February 15, 1943 
10. From Legation, didda, telegram no. 21, maroh 15, 1943 
lie FTom Levetion, Jidda, telegran no. 22, maroh 22, 1943 
12. from valifornia aralian standard Vil Vompaeny, slaaa, 

to same, San francisco, March 22, 1943. 
13. From Legation, Jidda, telegrean no. 29, April 21, 1943 
lee From Legation, didda, telegrasa no. BL, april 22, 1943 
15, from Legation, Jidda, teiegron no. 31, April 22, 1943 
16. srom Legation, Jidda, tosegrun no. 34, April 24, 1943 U 
17. #rom Legation, Jidde, telegram no. 36, april 26, 1943 ” 
18. From Legation, Calro, telegram no. gol, May ll, 1943 = 
< 
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The Honorable { 
The vyresident of the sxport-Import benk, hte 
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Enciphered by 


yj the next few days for Jidda in order to obtain for the 


to es ee 


‘s 
Mr. John W. Gunter, a representative of the Treasury 
Department, will depart from the United States by air within 


Treasury first-hand information regarding the Saudi Arabian 
financial situation and to ascertain what arrangements 
this Government can make with King Ibn Saud (One) to 


provide silver to meet immediate currency needs and 
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(Two) to assist the Saudi Arabian Government in working 
out a sound long-range currency plan. Although Mr. Gunter 
will not (repeat not) be authorized to make any definite 
commitments on behalf of this Government, it is contemplated 
that he will explore the eitustion amps thoroughly with the a 
King and other Saudi Arabian officiale and will consult 


with CASOC officials. } ‘ " 
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Mr. Gunter eugmmmis to work very closely with you in- 


~ 
Py) 
= 


regard to these matters and you should, of course, give 
him all appropriate advice and assistance. You should 
accompany him personally when he visits the King and 
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upon all other occasions when considered advisable. 


It 1s desired to avoid all publicity regarding 


this mission, both before and after Mr. Gunter's arrival. 


He will be en route to other points in the Near East and 


his visit to Saudi Arabia may be explained as for the 


purpose of examining and reporting on the silver currency 


shortage in respect of which this Government's aid in 


making silver available has been requested. 


In view of Mr. Gunter's visit and the prospective 


contribution that this country may be able to make to 


the satisfactory handling of Saudi Arabia's monetary ques- 


tions, it would appear highly desirable that the Saudi 


Arabian Government undertake no arrangements in the 


monetary field which would prevent or make more difficult 


the working out of satisfactory arrangement with the 


United States. 


You are instructed to assure that this 


does not happen. 


Further details regarding Mr. Gunter's trip will 


be telegraphed to you subsequently. 
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I suggest an alternative redraft for the paragraph 
before the last of the cable attached. 


"In view of Mr. Gunter's visit and the pros- 
pective contribution that this country may be able 
to make to the satisfactory handling of Saudi 
Arabia's monetary questions, it would appear highly 
desirable that the Saudi Arabian Government under- 
take no arrangements in the monetary field which 
would prevent or make more difficult the working 
out of satisfactory arrangement with the United 


States. You are instructed to assure that this 
does not happen, " 


I had a good talk with Mr. Gunter this afternoon 


and found him to be a good selection for this assign- 
ment, 
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PARAPHRASH OF TiLYGRAM SENT 
TOs AMERICAN LEGATION, JIDDA 


DATED: July 26; 1943, 10 p.m. 
NO.: 37 


During the next few days Mr. John W. Gunter, a 
Treasury Department representative, will fly to Stade from 
the United States for the purpose of ghining first-hand 
information cencerning the finaneial situation of the 
Saudi Government and to learn what arrangements the U. 8s, 
Government can make with the King (1) to make silver 
available to fill urgent igen Mert gains and (2) to 
aid the Government of Saudi Arabia in working out a sound 
leng-range currency plan. It is expected that Mir. Gunter 
will study the situation from every angle with King Iba 
Saud and other Saudi officials and will confer with Casoc 
oftfieials, Serre he will not (repeat not) be empowered 
to make any deiinite commitments on behalf oi the United 
States Government. 


When he visits the Sing and at all other times when 
deemed advisable, you should accompany Mr. Gunter, who is 
under instructions to cooperate with you very closely 
relative to this situation. You a, of course, assist. 
and advise him wherever possible. 


Before, as well as following, Mr. Gunter's arrival, 
we wish to aveid all publicity concerning this mission. 
Mr, Gunter's itinerary will include other places in the Near 
Bast and the explenation given fer his trip to Saudi Arabia 
might be that it is fer the purpose of studying and reporting 
en the silver currency shortage in regard to which the aid of 
the United States has been asked in providing silver. 


It would seem highly desirable, in the light of Mr. 
Gunter's visit and the prospective contribution on the part 
of the United States to the satisfactory working out of the 
monetary problems of Saudi Arabia, that the Saudi Governuent 
make no commitments in the monetary field which would preclude 
er render more difficult the working out with the United 
States of a satisfactory plan. You are instructed to make 
certain there shall be no such eventuality. 


You will be telegraphed later concerning further details 
in regard to Mr. Gunter’s trip. 
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ould like very much to 
arrangg for Mr. Lenahan to dis- “TT 
cuss sOme of these things with cy, 


you. If you will ask him a few 
pointed questions, I think you ia 
will save yourself a lot of ky 
and get quickly a better idea of \_ 
certain details than I can give eo 
you myself. Can you spare a few * 


minutes for this? 
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Mr. Collado 


To save time and discussion, and for your convenience, 
I shall give you here as briefly as possible a few facts 
and opinions concerning the Saudi Arabia financing problem 
to which you are now givim your attention, Very much 
fuller information can be obtained from NE and from FD, 


1. Jbn Saud's Expenditure Budget. You asked me to 
give you as much detail as possible concerning the King's 
pudget of expenditures. I have asked W. J. Lenahan, who 
spent eight years in Jidda and who probably has more first- 
hand knowledge than any other European, to,~ive me some de- 
tail on the budget. He has wired his head office in San 
Francisco for certain information from his files and which 
he should have by telegram by today or tomorrow, I think 
you will find it helpful to have a personal discussion with 
Lenahan. He has already discussed financial,as well as other 
Saudi Arabia problems, in great detail with NE and FD, For 
this reason you may wish to check with those Divisions before 
seeing Mr. Lenahan, 
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Roughly, you may keep in mind that the King's normal 
peace-time expenditures for tie few years preceding the war 
were about $10,000,000 per year. During the war years, 
partly because of inflation and partly because of increased 
obligations, he has seemed to need about $15,000,000 per year. 
After the war it is reasonable to suppose his normal expendi- 
tures, without counting repayment of loans and without pro- 
vision for any substantially increased program of public works, 
will drop to something close to the pre-war figure of $10,000,000 
per year, or perhaps a little above this. 


If, after the war, Saudi Arabia is to progress ina 
normal economic way, additionsl budget provisions must be 
made for water development, agricultural development, public 
health, roads and transportation equipment, schools, and port 
developments, et cetera, Such a program will, of course, re- 
sult in a higher cost of general administration as well. 


To the foregoing post-war budgetary increases must, of 
course, be added some provision for repaying any loans which 


have 
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have been incurred, Thus, in the few years immediately follow- 
ing the war, the King's requirements may fall anywhere from 
say $12,000,000 to $18,000,000 per year, depending upon the 
development progrem adopted. In view of the relatively primi- 
tive present economy of the country and the corresponding 
simplicity of its administrative machinery, it does not seem 
likely that a very large program of public works can be under- 
taken at the outset. For example, I do not pelieve it would 
be possible for Saudi Arabia to spend more than a million 
dollars on public works during, the first year that a vrogram 
end an organization are established for that purpose. The 
capacity to spend money effectively for public works will in- 
crease rapidly once an appropriate organization and program 
have been provided. 


2. Ibn Saud's Revenue Budget. In as much as the Govern- 
ment of Saudi Arabia is not believed to have accumulated any 
surplus, the revenue during the pre-war years may be taken 
as equal to the expenditures of approximately $10,000,000 a 
year, While the new revenue from the oil operations began 
at about the time the former revenue from the pilgrimage de- 
clined, the oil revenues have not yet reached the point which 
permits the bud;et to be balanced without loans or advances, 
The oil company has by now advanced approximately $10,000,000 
and the British approximately $20,000,000 (equivalent). The 
British advance was part in cash (sterling) and part in com- 
modities. In addition, the British have set up a sterling 
credit against which Ibn Saud may draw for the purchase of 
materials when, as and if materials and transportation are 
available. Also, in addition, the United States has made 
Saudi Arabia eligible for lend-lease. All the foregoing 
items will be considered in the nature of emergency measures 
designed to carry Ibn Saud over the war period. Presumably, 
they will affect his post-war budget only as liabilities 
which will require liquidation in part or whoke,. 


The King's oil royalty amounts to approximately 23¢ per 
barrel of crude oil produced. For several years, while ex- 
ploration and development work has been under way, and with- 
out refining facilities or adequate market outlets, the pro- 
duction has been around 15,000 barrels per day, corresponding 
to approximately $1,250,000 per year royalty. To this has 
been added certain payments for rentals, port charyes, et cetera, 
and some other considerations such as furnishing oil products 
for the use of the Government. 


Obviously, oil production in Saudi Arabia, in order to 
meet the King's needs, will heve to be measured not in thou- 
sands but in hundreds of thousands of barrels per day. His 
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royalty from 100,000 barrels per day will be approximately 
eight and one-half million dollars, and from 200,000 barrels 
per day seventeen million dollars per year. The program - 
now under discussion for refining capacity of approximately 
150,000 barrels per day plus approximately 50,000 barrels 
per day of crude, which will be run in the present Bahrein 
refinery (now being enlarged) would be in reasonable balance 
with the King's expectations for revenue. A year or two 
might be reauired to get such a refining program into opera- 
tion and of course a successful effort on the part of the 
company to maintain a corresponding market outlet after the 
war. Such success I think must be taken for granted. 


If we assume such a program of oil development and an 
additional $3,000,000 of revenue from other sources, includ- 
ing resumption of the pilgrimage and moderate income from 
the gold mining operation, we might envisage a total revenue 
of around $20,000,000 per year, beginning perhaps in 1945 or 
1946 and continuing indefinitely. In fact, unless such a 
progrem cen be envisaged, it appears that Saudi Arabia must 
reconcile itself to remaining indefinitely in its present 
backward state. 


3 The Currency Problem, Distinct from the general 


problem of balancing revenues and expenditures in the national 
budget is the immediate problem of providing currency which 
will enable the essential day-to-day monetary transactions 
within the country to proceed, Mr. Livesey has a good under- 
standing of this situation and is prepared to speak as an ex- 
pert on such matters. Several plans have been advanced for 
meeting the situation. Here again I suggest that you have a 
personal discussion with Mr. Lenahan, after you have checked 
with NE and FD, in order to get a realistic picture into which 
to fit the opinions of the experts. 


The only comment I have to make on this particular 
matter is that, in my opinion, the difficulty of establish- 
ing paper currency for general use within Saudi Arabia has 
been greatly magnified, Not only has experience in other 
similar situations, including Bahrein Just next door, demon- 
strated that paper currency can be substituted very quickly 
for metallic currency, but along the seacoasts of Saudi Arabia 
paper currency has been actually in use for several years, 
Moreover, such paper currency has been that of other countries, 
principally Indian rupees, rather than Arabisn Riyal, which it 
might be expected would be more readily accepted, I do not 
mean that metallic currency will not be required to meet 
immediate and pressing needs and for a time while the conver- 
sion to paper currency is eae made. A relatively small 
amount will, of course, be needed indefinitely. . 

* Sigh 
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4, Qther Fiscal Problems. Consideration of Saudi Arabia's 


general financial situation has included consideration of cer- 
tain specific problems which arise within the general one, such 
as the problem of currency, the establishment of a bank, the 
arrangement of loans, advances on oil royalties, plans for 
securing rights to an oil reserve for this country, and so 
forth. Certain of these particular questions are now before 
you for consideration. Each one of those mentioned above has 
received more or less careful study and some of them, notably 
the currency problem, have received the attention of monetary 
experts both within this Government and outside of it. Some 
of these problems involve, and others may involve, British 
interests which may be in harmony or may be in conflict with 
our own views, Several Departments of this Government and 
several divisions of our own Department heve participated in 
these studies. For example, the Treasury Department, RFC, 
Export-Import Bank, and Lend Lease Administration have all 
been more or less active recently in considering these and re- 
lated problems and the Army and Navy have taken a special in- 
terest in certain of them as having immediate war importance. 
I am not including here other problems of related importance, 
Whether political, economic or military, although certain of 
them and perhaps all of them will sooner or later have to be 
brought into the general consideration of Saudi Arabia's 
development. The financial problems alone have developed so 
many diverse aspects and involved so many egencies of this 
Government that it would seem appropriate to me to bring all 
these considerations together in a group named for that pur- 
pose with the aim of presenting a competent and comprehensive 
program, Not until this is done,it seems to me, can we ex- 
pect a well-conceived solution to any of the individual prob- 
lems, 


For example, it seems clear that any constructive program 
in which this Government may choose to take part, will require, 
first, a decision as to whether this will be done in collabora- 
tion with or independently of the British, and, second, an 
arrangement with the King under which a Financial Auviser, 
satisfactory to this Government, will have an appropriate de- 
gree of control or appropriate influence over the administra- 
tion of the financial program suoported by this Government. 

At least it can be said that the degree to which this Govern- 
ment is likely to participate without raising these two ques- 
tions will be very limited indeed, 


Beyond the specific provlems of vudgetary and fiscal 
mechanics, is of course the much broader one of general economic 
development of the country. While it now avpears that the 


development of Saudi Arabia's oil resources will be the prin- 
cipal factor in determining her revenue, it is important that 


the 
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the country be assisted in the developmerit wf agriculture, 
other possible mineral resources, and public works gener-lly. 
Only avery limited participation in her ivmediate financial 
development can ve considered without some conception of her 
long-range economic development. 


5. An Incidental Comment. In any discussion involving 


a money loan to Saudi Arabia, the cuestion of interest and 

the Moslem viewpoint as to interest is certéin to arise sooner 
or later. As to this, I hsve somewhat the same comment that 

I made concerning the use of paper currency, namely that the 
resistance anticipated by some is, in my opinion, greatly 
magnified, While it is true that there is a Korenic injunction 
against collecting interest on loans, this, like the injunction 
against drinking spiritous liquors, has been honored more in 
the breach than in the observance. Having in mind that "Thou 
Shalt not drink one drop of wine", devout Moslems at one time 
took the drop that they must not drink on the tip of tiie little 
finger and flicked it into the sand, consuming tie remainder 
without fear of divine reprisal. In the money market instead 
of sivning a note which calls for repayment of principal plus 

a stipulated amount for interest, as we do, the Moslem oorrower 
Signs a corresponding note in which he agrees to sell a sack of 
rice to the lender for say 900 rupees and to buy it voack from 
him on a certain date for 1,000 rupees. I cite this merely to 
show that any adherence to this teaching of the Koran is of form 
only and not of vrinciple, except among the mwost devout. I think 
it is safe to say that while any Arab Minister of Finance may 
advance this among all other possible arguments to avoid or 
reduce the payment of interest, his resourcefulness will be 
equal to the occasion when the time comes to arrange national 
finances in accordance with current worldly practices, 


The fact is that while individual officials of the Saudi 
Arab Government are Moslem, the Government itself as an insti- 
tution could, in my opinion, even in Saudi Arabia, neotiate a 
loan with another governwent involving the payment of interest 
without offense to the religious scruples of Islam. Ibn Saud 
himself, although meticulous in his observance of Korn pro- 
prieties has more than once found a way to adapt the circum- 
stances of modern life to meet the sensibilities of his people. 
We have, moreover, the examples of other Islamic peoples in 
India, Iran, Turkey, Iraq, Egypt end so forth, who at a certain 
course in their national development have found it necessary 
and agreeable to their religious principles to negotiate 
interest-bearing loans. 


6. Studies ready Made by Other Divisions of the Depart- 
ment. I repeat that NE is not only quite intimetely familiar 
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with the general situation in Saudi Arabia, both political 

and economic, but it has in its files a great deal of de- 
tailed information which has been furnished by the 011 company 
and by others. I repeat also that Fred Livesey has made as 
close a study of some of the fiscal problems as has been 
possible with the information available. Between them they 
have everything that I can tell you and considerably more, 
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Over a yeer ago Sir Frencis Rugman, finence oOo 
official of the Sudan Government, came to Jidda to ~ 
Ol 
obtain first hand information about Saudi finances Ol 





for use in determining extent and kind of British. 
aid to local Government. Negotiations extended over 


period of, several weeks with British Minister end. Rugamn 







it Ge 
o4 oy ,representing Greet Britain while Sheikh Yusuf Yassin, 
Sheikh Abdullah Suleiman and Wajib Salha represented ™ 
Saudi Arabia... Rugman submitted to London full report 


on Saudi finances embodying all available information 
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but woefully deficient in etatistical date. That 


report is still currently applicable except that 


s 


Great Britain is no longer able to supply silver. 





Needs of local Government. for silver are even more 


NTIAL FULfE 


urgent. now than then, Since any Americén assistance 
it is assumed will be correlated with British aid 
the Depertr-at might consider the saving of time 


and other 
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and other advantages which would result from discus- 
sions between s Treasury official attached to the 
Embassy in London and the British Treesury end Foreign 
Office before Mr. Gunther makes a trip to “Arabia, 

The — Saudi officials who can supply information 
about Saudi finences ere Shaikh Abdullah Sueiman and 
Najib Sealha. The former is Minister of Finance, 
Shaikh Abdullah is in India ond is not expected to 
return to Arabia for two mohths, Najib is in Riyadh 
but intends to go to Cairo for undetermined period 
on or before August 20, Although any agreement will 
require the King's approval there is good reason to 
believe that he will know few details of interest to 
Gunther, He hes not heretofore personelly discussed 
details of financial assistance end he very likely 
will not do so now. Lebkicher, the CASOC official 
who hes been most closely associated with Seudi 
currency problens intends to come to Jidds from 
Dhahran in September for «= stay of some months, 

If efter securing all available data from British 
either by having Mr. Gunther go to London or through 
Treasury Depe rtment officials already there the 
Depertment still desires Mr. Gunther to seek further 
details he might profit from discussions with Rugman 


in Khartoum 
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in Khartoum, Najib in Cairo, Sheikh Abdulleh in India 
and Lebkicher in Jidda, For reasons indicated above 
it is doubtful that a visit by Mr. Gunther to the King 
vefore a definite plan has been drawn up would 

lead to any profiteble result, «a courtesy cell 
would be necessary of course if Gunther were to pass 
through Riyedh em route between Jidde end Dhehrm, 
_— Heving considered the foregoing should the 
Depertment, still wish me to accompany Mr. Gunther 

on a visit to Riyedh it is urged thet he bring with 
him e paip of Griffin and Howe Springfield sporting 
rifles “os telescopic sights end some other easily 


trensportable gift suiteble for me to present to the 


| King. Telephone and heevy equipment could follow, 


My first appearance before the King es Minister 
| Resident empty handed would produce an unfavoreble 

impression, 

With regerd to third peregreph of Department's 
messege locel government has esked for s fourth 
hundred thousand sovereigns from the British but 
request not yet approved, No other monetary arrange- 
ments are known to be in immediate prospect. It would 
be epprecieted if the Department would be more explicit 
in whet I eam to prevent and how I am to prevent it. 


The local 
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The local euthorities will be diseppointed when they 
~carn of the delay in reaching 6 decision with regerd | 

to silver which is implicit in Mr. Gunther's projected 
visit, 

MOOSE 
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Reference is made to Yepartment'’s telegraz no. 37, 
July 26, 3 poem. 


More then a year age the finance official or the 

Sudap Government, Sir Francis Rugman, came to Jidda to 

et information about Saudi finances first hand for use 

determining the extent and kind of aid the British might 

give to the Saudi Government. Negotiations between the 
British Minister and Rugman,on the British side, and 
Shaikh Yusuf Yassin, Shaikh Abdullah Suleiman and Najib 
Salha, representing Saudi arable, extended over a period 
of several weeks. <A full report on Saudi finances was 
submitted to London by Rugman. It centeained all available 
informution although very deficient in respect of statistical 
data. iAxeept that Creat Eriteain is no longer able tc 
supply sailwer, this report is still currently applicable. 
The Saudi Government's needs for silvur are now even more 
urgent than they were. Sines it is assumed that any 
American assistance will be correlated with iritish 
assistance, the Department may wish to consider the time 
which could be saved and the @her advantages of having 
discussions between a Treasury official attached to tiie 
Embessy in London and the British Yoreign Office and 
Treasury before Mr. Gunter travels to «rabia. 


Shaikh «bduilah Sueiman and Najib Salha are the 

two Saudi officials who een supply informetion about Saudi 
finances, Shaikh abdullah, who is Minister a@ Finance, is 
in India. It is not expected thet he will return to Arabia 
for two months. Najib, who is in Hiyadh, intends to go te 
Cairo on or pefere August 20 for an undetermined period. 
The King's a »proval of any agreement will be required, but 
it is very reasoneble to believe that he will know few 
details which will be of interest te Gunter. Heretofore, 
he has not discussed details of financial assistanee pure 

sonally and very likely he will not do so. Lebkicher, 
the offieial gi, Bie California ArabianStandard 011 
Compa lesely associated with Saudi Arabian 
finanelial oreblems, is expecting to some from Dhahran 
to Jidda in September and stay here some mouths. 


If 
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If the Depertment, after all avaiicble data 
have been obteined from the British, either through 
Treasury otficials already in Lendon or through having 
Mr. Gunter go there, still desires Mr. Gunter to seek 
further details, he might find profit in discussions 
with Najib in Cairo, Rugman in Khartoum, Abdullah ja 
India and Lebkicher in Jidda. It is deubtful, for the 
reasons I have incicated, thet any profitable result 
woulé be obtained by his visiting the King before a 
definite plan has been drawn up. Of course, a courtesy 
call would be necessary if Mr. Gunter were to go through 
Riyadh while traveling between Jifida and Dhahran. 


Should the Lepertment, after oonsidering the fore=- 
going, still wish thet I acconipany kr. Gunter on a visit 
to Riyadh, it is urged thet he have with him a pair of 
Griffin and Howe Springfield sperting rifles with tele- 
scepic sights anc some other yang | trensporteble gift 
suitable for me to present to the Aing. Later, telephone 
and heavy — could be sent. An unfavorable 
impression & be produced by my first appearance 
before the Aing as Minister Hesident empty handed. 


Re the third paragraph of the Department's telegran, 
the Saudi Government has asked the “ritish for ea fourth 
100,000 sovereigns, but the British have not yet approved 
the request. I know of no other monctery arrangenents 
in immediate prospect and would appreciate more expli- 
cit statement of what I am to prevent anc how I am to 
prevent it. 


feoit in kr. Gunter's projected visit is delay 


in reaching a decision. The local authorities will be 
disappointed when they learn this. 
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Your 75, July 29, 6 p.m. Sm | ra 
ye In as. much as the extension of American aman 4 
ge :“aid to Saudi Arabia will involve financial operations 
~ |“ on the part of the Treasury Department, the Treasury 
desires to secure first-hand information from one of 
s of 
7904 S| its own experts who is thoroughly familiar with Treasury 
Le 
; procedure and governing domestic law. The Department 
has been gratified by the Treasury's interest in Saudi 
Arabian financial matters and, aware of the Treasury's 
responsibility for the wise and prudent administration 
of public funds consonant with the national interest, 
.esirge to cooperate fully in assisting the Treasury ta ., 
discharge this responsibility. 
The extension of financial assistance to Saudi 
Arabia necessarily will involve certain guarantees and 
assurances on the part of the Saudi Arabian Government 
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which it is believed the Saudi Arabian Government will 
not find unduly onerous. These matters, however, appear 
to involve decisions which only King Ibn Saud himself 
can make. It is considered desirable, therefore, that 
Mr. Gunter, who is conversant with the type of guaran- 
tees and assurances which the Treasury regards as 
necessary, should discuss the matters personally with 
the King and that you accompany (repeat accompany) him 
on his visit to lend advice and assistance. 
Matters relating to a suitable gift for the King 
are being made the subject of a separate telegram from 
the Department. © 
As you know, foreign economic interests in Saudi 
Arabia are overwhelmingly American in character. 
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Having in 
mind proposals which have been made in the past for the 
establishment of a branch of Barclay's Bank in Jidda 
and of a Saudi Arabian currency board in London, the 
Department desires you to ensure that Saudi Arabia does 
not involve itself in long-term financial arrangements 
with other countries before Gunter's conversation with 
the King and the formulation of a suitable plan for the 
extension of financial aid by this Government. 

Since Gunter has been instructed to submit his 
report by telegraph before departing from Saudi Arabia, 
it ie not believed that his investigation will occasion 
undue delay in the formulation of such a plan. 
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Strictly confidential. Department's 41, geet 


ir ae 82, August 6, 1l p.a. 


00 
5, 9 pem. implies that decision with regard to assiatancag. 


O 


has already been reached conditional upon certain nN 


g' assurances and guarantees by the King and it states Ol 
gref that Mr. Gunther will discuss these conditions which “a 
are not believed to be onerous with the King ee ey 

The British are still working on their plan for 
/ e Saudi note issue but there has been nothing to indic:te 

Co that the Seudi Government will soon make commitment's 

D in thie connection. 

To have some reasonable Expectation of success 


however in preventing undesirable developments which t 


Br6l—-° Yd¥ 


aight threaten it is requested that I be authorized ; 
any time in my Gscretion to divulge the sense of the 
first paragraph of this telegram, if correct, to the- 
King. 

The King ordinarily begins distribution of silver 
to the tribes about the middle of the month of ‘ 
Ramadhan, that is in about six WEfIs tiwt and the alxgady 





urgent need for silver will then become more acute. BE 


Najib Salhew , 


* 1lb \ 


-2—- #82, August 6, 11 poms, from Djeddah 


Najib Salhaw who hae just returned from Rgyadh tebe 

me that the locel government is entirely without silver. 
It is likely that this need in addition to currency 
probleme previously mentioned will be solved by more 
British gold with which to buy silver locally at’ 
speculative prices. I shall be glad to lend advige 

end assistance to Mr. Gunther but such advice will be 

of doubtful walue unless based on a full knowledge of 
the Department's plans, 

When approaching local authorities about the forth- 
Coning visit to the King it is assumgpd that the Depart 
ment desires me to represent that I have been instructed 
to make an official visit to the King and that Mr. 
Gunther, a Treasury expert, will accompany me to take 
part in the conversations. 

Caicp has not yet reported any suitable gift 
obtainable there. 


Repeated to Cairos 
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FROM; Ameriean Legation, Jidéa, Seudi Arabia 
DATE: August 6, 1943, 11 p.m. 
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Thies mesesge ie etrietly confidential, It is implied 
in rtment's enable of Auguet 5, 9 p.m., no. 41, that 
eonditional upen certain guarentess and aseurences by the 
King, @eeision hag already been reached with regard te 
ageietence., The telegram states that these tiens are 
not believed to be onerous snd thet they sre to be discussed 
personally by wr, punter with the King. 


Al the plen for a Sevdi note iencue is still 
being wo on by the Pritich there has been no indication 
thet any commitments in thie eonnection will be mace by 
te Seudi Covernment in the near future, 


Rowever, in order te prevent undesirable developments 
whieh might tnreaten I request thet I be given sueh authori ty 
te inform the King at any time within wy deseretion of the 
kl of the firet paragraph of thie telegrem, if it is 
correct, 


In about eix weeks, which will be about the middle of 
the month of Ramadhan, {t 16 customary for the King te begin 
the @istribution of silver te the tribes whieh will make 
the present urgent need for ailver even sore seute, Tt hae 
been learned from Haji Salhew, juat returned from Fgyech, 
that the leeal government has no silver et all to rurchase 
silver leealiy st epeeulative prices. Wore Fritigh gold te 
be used seens be the solution te this need and the 
eurreney preoblene mentioned previously. Mr. Gunter is soet 
welcome te my advice and aesiatence buf it will be valueless 
or pry 1% fe besed on a full knovledge of the Department's 
piens, 


T have aseumed thet in apvrosching She loeal authori ties 
soncerning the fortheoming visit to the King, the frepartment 
wishes sme to report thet I heave instructions to sake an 
offieial vieilt te the King and that a Treasury official, 

Mr, Gunter, will accompany me to participate in the conversa- 
tions, 


To date no report from Caiep ef a euitable gift to be 
found there hase been received, 


Thie mesaege hes been repeated to Caire, 
wOOSE 
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CAIRO (EGYPT) 
6) id duh Oeewics the following to Jidda as Department's no. Sad 

aX and inform Gunter Na contents thereof, advising Jidda 

whether you va Sone 80: en . 
Your 82, August 6, 11 p.m. 
This is an amplification of Department's 37, July 26, 10 Da 
While Treasury is favorably disposed towards a loan of > 


silver, final decision cannot be reached until: 








(1) A formal request is received from the Baadl Arabian Govern- 
ment, specifying the amount of silver required and the reasons 
for the need, 

(2) Treasury's representative, Gunter, submits his report con- 
firming the need and specifying the amount required in his judgmen 

(3) The King guarantees to return silver ounce for ounce; 
Treasury contemplates that the period over which the silver eas 
be repaid would be five years from the end of the war. _ 

In order that these requirements may be satisfied in the 

most expeditious mannder, the following procedure is suggested, a 
It is based upon the assumption that Najib will be in Cairo capi Hi 


Gunter's arrival there, and that he may be empowered to sign the; < 


formal request on behalf of the Saudi Government, 7 
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Text of the standard lend-lease contract covering the 
loan of silver will be sent to Gunter in Cairo. Only the 
amount of the lean will be left unspecified. Gunter will 
discuss the contract with Najib. Gunter will ask Najib 
whether he can sign the formal request for the loan, and if 
the answer is in the affirmative, Gunter will draft the re- 
quest for Najib's signature, and forward the signed request 
to Treasury. Gunter will tnen proceed to Jidda, prepare his 
report, and forward it to Treasury. On basis of Gunter's 
report, the amount of the loan will be determined, and 
Treasury will instruct Gunter to fill in the agreed amount 
in the text of the contract. You and Gunter will then proceed 
to Riyadh to present the contract fo® the King's signature, 
Najib should have had time to advise the King in the interin, 

If this procedure is workable, the visit to the King 
need not take place until Gunter is in position to offer a 
completed contract for the King's signature, The chief matter 
for the King's consideration will be the giving of his 


guarantee for the return of the silver in kind, 


OE TG arcs ceriicisreccccstancanci 
Sent by operator __.__......_...... M., -.--.-.-..----- igs I ats Sia cients 


U. 8. GOVERNMENT PRINTING Orrice 16—25293-1 


PREPARING OFFICE TO BE TRANSMITTED 
WILL INDICATE WHETHER SECRET 


Full rate TELEGRAM SENT CONFIDENTIAL 
Collect oa letter RESTRICTED 


ight letter 


Charge Department: : 
Full rate Dep ar tinent nf F tate : C AIRGRAM 
Day letter c 


Night letter Washington, 
Charge to 
$ ih 
Your opinion as to the practicability of the sug- 

gested procedure is urgently requested. In the meantime, 
postpone @rrangements for an official visit to tne King. 
Do not divulge the specific purposes of Gunter's visit, 
beyond saying that he is a Treasury representative 
interested in obtaining information concerning the shortage 
of silver in Saudi Arabia, unless, in your judgment, it 
becomes necessary to be more explicit in order to carry 


out your inetructions with respect to preventing possible 


unfavorable developments, 
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TO: American Legation, Cairo, Egypt 
DATE: Auguet 4, 19435, 10 p.m, 
NO.: 1088 


Reference is made to the Legation'e telegrem no. 13555 
of July 28 at 11 a.m. 


Department's telegram no. 1027 of July 29 will have 
answered your inouiry. 


Regarding Gunter's trip Jidda has received the 
following instructions: QUOTE Before, as well as follow- 
ing, Mr. Gunter's arrival, we wish to avoid all publicity 
concerning this mission. Mr. Gunter's itinerary will 
include other places in the Near East and the explanation 

iven for his trip to Saudi Arabia might be that it is 

or the purpose of studying and reporting on the silver 
currency shortage in regard to which the aid of the United 
Statee has been asked in providing silver. UNQUOTE. You 


may be guided by this in advising the British Minieter of 
State. 


HULL 
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Strictly Confidential 
A-B —~ Mr, Berle: 


Saudi Arabia 


The present problem in Seudi Arabia may be briefly 
summarized as follows? 


» 1. The King, Ibn Saud, who has complete control 
over the country and is weil disposed towards the 
United States, maintaine his control by making 
subsidy or gratuity paymente to the various tribal 
groups within the country, 


yS/1S° 4068 


“2, Bince the war the ordinary revenues of the 
King have decreased substantially and expenditures 
have gone up, partly because of inflation end partly 
because of increased obligations, 


Z/\ 


3. Expenditures within the Kingdom are now at 
the rate of about $15 million a year, Of this total 
the King is currently receiving $1 1/4 million on 
petroleum royalties, and almost the entire remainder 
in the form of advances on petroleum royelties b 
the companies and gifts by the British Government, 
The 011 company has by now advanced $10,000,000 and . / 
the British approximately $20,000,000, In addition, 
the British have set up a sterling credit against 7 
which Ibn Saud may draw for the purchase of materials. 
and the United States has signed a British type : 
lend-lease agreement with Saudi Arabia, 


} 
$ 
Qn 
A, The immediate need for action on the part of }, 
the United States is primarily political in nature, 
United States companies have obtained complete controtxj 
_of the o11 concessions through the cooperation of the - 


King 


a Swi 
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King and although the King is at present well 
disposed toward the United States, there ie a 
real danger that such disposition may change if 
he continues to be supported almost entirely 

by the British Government rather than by our own, 
In effect what we are doing is assisting the 
British through means of lend-lease and thus 
placing them in a position where they can and 
aprerently at our request do supply the funds 
necessary to support the Kingdom, 


Four courses of action present themselves: 


1, United States government through the 
Export-Import Bank could extend a credit of 
$10,000,000 to the Saudi ArabianGovernment to 
be secured by future 01] royalties, There is a 
good proepect of large oi] royalties accruing 
to the King in 1945 and 1946 as e result of the 
large o11 development contemplated, It is estimated 
that if the 011 refining program is carried out as 
planned and ea market outlet can be found for the 
petroleum efter the war, o1l royalties will amount 
to about $17,000,000 a year, @ay in 1946, which 
plus a resumption of pilgrimage and moderate income 
from the gold mining operation should provide the 
King with revenues of about $20,900,000 a year, 


2, United States Government could request the 
companies to make further advance royalty payments 
to tide the King over the present crisis, 


3. We could continue as we are now doing and 
let the British advance the money needed by the 
King. 


4. There is some discussion currently of the 
United States government buying out the interests 
of the o1] companies. If this is done it would 
appear obvious that it would be up to this govern- 
ment to supply the funds needed to run the Kingdon, 


Of the four alternatives, number three appears to be 
the worst course to follow, tr number four ectually takes 
place, it provides its own solution to the problem, Both 
numbers one and two appear feasible preferably in 
combination rather than separately. 


In addition to the problem of finding a means of ob- 
taining funds to support the Kingdom, we must find a way 


to 


ry with eilver coins, which along 

the only Phaedra medium, as 

4h geome organization within the 
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the yeustttuument of an organization - 

end money collected by the government, 
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To the Officer in charge 
of the American Mission, 
London. 


The Secretary of State encloses for the strictly 
confidential information of the Officer in charge of the 
American Mission a memorandum of conversation dated 
November 24, 1945, between officers of the Department 
and Treasury officials relating to Saudi Arabian fiscal 
and ourrency matters. ‘There is also enclosed a copy of 
an delivered to the British Embassy at 
Wa ton as a result of thisconversation. A reply 
to this communication has not yet been received. 


Enclosures: 


1. Memorandum of Conversation, 
November 24, 1943. 


2. ~Némotre to the British 
ee ovember 29, 19435. 
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The meeting was called to discuss ways and means by which | 
the American Legation at Jidda and American business concerns | 
operating in Saudi Arabia could obtain Saudi riyals to cover , 
necessary expenditures. At present, the most economical method’ 
of converting dollar drafts into local currency is to hase 
gold sovereigns from local bankers at a rate of about }e2.00 

per sovereign, and then sell the sovereigns to local money 
changers for riyals at a rate of 40 riyals per sovereign, The 
net result is that each riyal obtained costs 55 cents, whereas 
the pre-war rate of exchange was 55 cents per riyal, Further- 
more, sovereigns are becoming very scarce, and alternative 
methods of obtaining vivela (aesh as trading dollars for Indian 
rupees and selling rupees for riyals) are even more expensive, 


Since the United States Government is now providing King 
Ibn Saud with silver for minting riyals under a lend-lease 
agreement, it would appear reasonable to ask the King to make 
riyales available to our Legation, and perhaps also to American 
companies,on move reasonable terms than can now be obtained _, 
from the money-changers, Mr, Bernstein said that Treasury ™ 
experts had worked out a proposal which he thought the King. ae 
might accept, since it woild actually be of advantage to it 
Saudi Arabian Government. We would ask the Saudi Government  . 
to make riyals available to our Legation and American compani¢® 
at the/rate of 55 cents per riyal, against dollar balances: - 

o1d 

credited 


-2- 225 
credited to the account of the Saudi Government in the 
United States, These dollar balances would be convertible 
into gold bars of any desired size at any time. If the 
Saudi Government should run short of riyals, we would 
lend-lease them more silver, 


From our point of view, this would reduce the dollar 
expenses of our Legation and American companies by 40%, 
From the King's point of view, he would get the right to 
buy substantial quantities of gold at a rate of about 
106 riyals per oz.,as against the price of 170 riyals per 
oz. now prevailing for the small quantities of gold in 
the form of sovereigns now available in the money markets 
of Saudi Arabia. 


The King may feel that we are trying to devalue Saudi 
riyals to the level of the Indian rupee, Until 1940, the 
rupee and the riyal contained the same quantity of silver, 
but the silver content of the rupee was then reduced 50%, 
The exchange value of the rupee remained frozen at 35 cents 
per rupee, and we are asking that riyals be made available 
at the same rate at which we obtain rupees from the Reserve 
Bank of India, However, we are actually getting a substan- 
tial quantity of rupees at a cost of about 17 cents per 
rupee by gelling gold in the open market in India, while 
we are offering 33 cents in gold for Saudi riyals. We are 
thus valuging the riyal at approximately double the value 
of the rupee (our reasons being that we are particularly 
anxious to treat Saudi Arabia fairly, and also that we are 
glad to see the Saudi Arabian Government accumulate gold 
and dollar resources, which can be used to back a paper 
currency system independent of the sterling bloc). 


Mr, Parker said that the plan would be splendid, if 
the King accepted it. It was agreed that Treasury would 
draft a telegram to our Minister Resident at Jidda, setting 
forth the proposal, and asking him to discuss it with ap- 
propriate Saudi officials, If they were hesitant, Treasury's 
representative at Cairo, Mr. Gunter, might pay a visit to 
Jidda and/or tc the King to explain the details. 


Conversation then turned to the establishment of a 
modern paper currency system for Saudi Arabia. The King 
has been told by both British and American representatives 
that they cannot continue to supply him with silver coins 
which, because of their high bullion value, disappear soon 
after they are placed in circulation, Paper currency systems 
are being adopted throughout the Middle East, and while the 


Moslems 
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Moslems, of whom the King is the acknowledged leader, have 
religious objections to paper money, the King cannot hold 
out against the trend towards paper if the British and 
Americans refuse to subsidize him further, 


Some months ago, State and Treasury officials told 
British Treasury and Embassy representatives that we ex- 
pected to participate on an equal basis with the British 
in plans for and management of, any permanent currency 
system for Saudi Arabia. The British said that they under- 
stood our position, and that 18 seemed a reasonable one. 
About a month ago, the British presented to the U.S. 
Treasury officials a statement of British views, the sub- 
stance of which was that they believed Saudi Arabia should 
be made a part of the sterling bloc, because most of its 
trade was with adjacent sterling bloc areas, Our Treasury 
officials asked the British to come to a meeting at 
Treasury to discuss the matter, At the first indication 
or Gisagreement with their views, the British announced 
that they would not discuss the matter further; that it 
was part of the broad problem of Middle Eastern political 
and economic relations, and should be discussed in London 
at the proposed genéral Middle East Conference, 

Mr, Parker told Mr. Bernstein that recent information 
received by the State Department indicates that the British 
are actively pushing their own plans with Saudi Arabian 
officials, having gone so far as to make engravings for the 
proposed notes and show them to the King. Mr. Bernstein 
said that he felt this government had every reason to re- 
mind the British of our desire to participate in any plans, 
@iscussions, or negotiations, and to say that since the 
British now wanted to postpone all discussion until the 
London Conference, we assumed that they would not promote 
a plan of their own in the interim. He said he intended 
to speak to British Treasury representatives along those 
lines at the first opportunity. 


Mr. Parker said that would be very helpful, but that 
he also felt that there was no reason to postpone discussion 
of the matter, and that, in fact, it would not be postponed 
for the several months which would undoubtedly ensue before 
a full-dress Middle East Conference would take place. He 
felt it was a special matter which could just as well be 
discussed separately, and he intended to recommend that the 
State Department ask the British to discuss it now in 
Washington, In that event, of course, we should prepare a 
concrete proposal of our own, He said the Department wished 
only to insure that our interests and those of the Saudi 
Arabians were adequately protected, and he felt that could 
best be accomplished if the Saudi Arabs could be given a 
currency system which was substantially independent and 
self-sustaining, 


oh = 29 j 


Mr. Bernstein said he understood the Department's 
wishes, and that he had a plan in mind which he believed 
would meet those requirements. The Sadi Arabian cur- 
rencoy would be backed with sterling, dollars, gold or 
silver interchangeably. The board managing the currency 
would be located at Jidda, and its membership would con- 
sist of one American, one British and three Saudi Arabian 
representatives... Saudi Arabia would be outside the 
"sterling vlec", i.¢e., any foreign exehange assets it may 
acquire would be its own, to be held or disposed of by its 
own currency board in accordance with the best interests 
of the Saudi Arabian people. . The exchange value of its 
currency should not be tied wither to the pound or the 
dollar, except at the discretion of the board, 


Mr. Parker said that Mr. Bernstein's plan seemed to 
fulfill all the requirements admirably. It was agreed that 
Treasury would perfect the details of the plan, while 
Mr. Parker would see whether the State Department wished 
to press the British for an immediate discussion looking 
toward an early decision, 
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To the Officer in charge 
of the American Mission, 
Jidda.. 


The Seeretary of State encloses for the strictly 
confidential information of the Officer in charge of the 
American Mission a memorandum of conversation dated 
November 24, 1943, between officers of the Department 
and Treasury officials relating to Saudi Arabian fiscal 


an 
Wa ton as a result of this conversation. A 
to this communication has not yet been received. 
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The Honorable = 9 1944 ws ye 
RTM 
The Secretary of State, ENT of Star 
Washington. 
Sir: 


I have the honor to enclose herewith the Budget 
of Saudi Arabia during the year 1943 and the proposed 
Budget for 1944. 

In order to get this Despatch into the next out- 
going pouch, commentary on these figures is being 
reserved for a subsequent communication. 


Respectfully yours, 


pe 1 fee —p/ 


« Moose, jr. = 

Enolosure: a» van » pa i 

j 1+ 1943 Budget; S 

Proposed 1941, Budget, as noted. 

To the Department in original and hectograph. sont to DOA 
Two copies to the American Legation, Cairo. ~ 
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Enclosure no. 1 to despatch no. 91, January 12, 1944, 
from James S. Moose, jr., American Minister Resident, 
AIR MAIL Jidda, on the subject: Budget of Saudi Arabia in 
1943 and Proposed Budget for 1944. 


BUDGET OF SAUDI ARABIA IN 1943 


Section 1 


Fooastuffs Supplied UKCC to Saudi Government 
from January 1,1943 ‘ 


Western Saudi Arabia 
Quantity Commodity Eetimated Cost 

1 tons Wheat at %31-10-0 2% 595,948-10-0 
P32 fons Flour at £ 3520020 60, 760-00-0 
tons Rice at & 35-00-0 162 5470-00-0 

4860 tons 8 at & 33-10-0 2,810-00-0 
183 tons Coffee at &108-05-0 19/809-05-0 
575, tons oa at &258-00-0 148; 350-00-0 
5% tons at %600-00-0 4.5 , 300-00-0 
5883 tons Millet os 


Total 31, 316,043-15-0 


Sundry Goods Other Than Foodstuffs Supplied 
by UKCC to Sauii Government 


Western Saudi Arabia 
Quantity Commodi ty Estimated Cost 
4,513 Tires and 4,459 Tubes B 104,000-0-0 
50 tons Oilcake 570~0-0 
50 tons Mild Steel Bars 2,000-0-0 


Total & 106,570-0-0 


Foodstuffs Supplied by UKCC to Saudi Govermment 
from May 1, 1943 


Eastern Saidi Arabia 
Quantity Commodity Estimated Cost 
16000 tons Wheat at B&B 31-10-0 B&B 504,000-0-0 
1300 tons Flour at B 35-00-0 45, 500-0-0 
100 tons Ceffee at B 108-05-0 10,825-0-0 


10 tons Cardamoms at & 600-00-0 6,000-0-0 
Total &  566,325-0-0 


Cost of supplies vie Jeddah as in (1) & (2) B 1,422,613 
Cost of supplies via Persian Gulf as in (3 ssa 
» , 


Less Payments 
On a/c of Jeddah supplies B 8,829 
On py of Persian __ 17,871 —_— 466.700 
Balance due to the UKCC & 1,522,238 


Seotion 5 
Food Supplies, Medicines, Clothing, Etc. ,°ther 
Than from UKCC 
1. From Gellatly, Hankey & Co.: 
Piece goods Rs. 3,700,000 & 280,000 


2. From Gray Mackenzie & Co.: 
Sugar Rs. 660,000 49 , 500 


32 From Jeddah Merchants: 
Coffee Rs. 1,010,000 
1,250,000 


Re. 4, 04,0 ,000 303 , 000 
he From Merchants in Persian Gulf: 
Rs. 850,000 
Re. 1,450,000 & 108,750 
___.40,,.000 


& 01 ,250 


Rls. 10,656,62 
5- Miscellaneous Purchases made locally none Diaehe 
8. 8 


et 
Rice 


Rice 
Piece Goods 
Dates from Basrah 


Gellatly, Hankey & Co,: 
Coal and spare parts for condensers & 23,000 


Cc ts 18,000 

Seats, etc, 35,000 

Oils 55750 
Sundries 


1) Salaries and subsidies: 
Already; paid representing 10 months -- 
. Rls. 37,500,000 


Outs tes for last 
ne ee Ris. 45,000,000 
rei ; 1,330,000 


26,452,875 


17 850 
1,598; 000 


°529,000 / 





7) Internal / / 


AIR MAIL 


~- 3 = 
Seotion 7 - Cont'd 
7) Internal transport and handling 
of foodstuffs 2,500,000 
8) Various purchases as in (6) 5,077,275 
9) Agricultural Expenses 2,400 


4 Water, Roads and Constructional Works 510,765 


al aay to Shaikh of Motawifs and 
otor Car Co. 


————£0.290 000 

Ris 106,655,765 
It should be borne in mind that out of the above 

total of Rls. 106,655,765 only Rls. 78,910,000 have 

actually been paid, the balance of Rls. 27,745,765 

represents the an te ti naa due for salaries 


and the UKCC as shown in and (3) respectively and 
which are as follows:- 


Selaries estetensing Foe last two months Rls. 7,500,000 
Amounts due to the Cc 20.845.765 





Section & * 
Actual Revenue 1943 
Saudi Government Income Rls. 2,000,000 
From CASOC Rs. 3,300,000 2,300,000 
Specie in Riyals (from 1942) (Received) 5,000,000 
Received specie February £&E 100,000 Gold 5,100,000 
April 100,000 Gola l, , 800,000 
July 100,000 Gold 3,900,000 
September 100,000 Gold 3,700,000 
November in Riyals l,,000,000 
_ December in Riyals 2,000 ,000 
Sele of Foodstuffs 7,700,000 
Payments received in London at & 225,000 
monthly & 2,700,000 ) ____ 35,910,000 
Ris. 76,410,000 
Seotion 2 Ss 
Summary of 1943 Budget 
Actual Expenditure as in (7) Rls. 106,655,765 
Actual Revenue as in (8) 
Deficit Total 1s. 
AN ALYSIS OF DEFICIT 
2 months salaries as explained in (7) Rls. 7,500,000 
Amount due to the UKCC,explained in (7) 20,245,765 


Amount representing payment to the ) 
Shaikh of Watawiffs and Motor Trans- 
port Co. Taken on loan to be replaced) £2300 .000 | 


Total Rls. 302454765 


magineuce 20 mee 2 to despatch no. 91 “art 12, 1944 
from 7 « Moose, jr. American Mini er Resident, 


Jidda, ye subject: Budget of Sonat “Feeble in 
AIR MAK. 1943 fon’ Proposed Budget for 1944. 


PROPOSED BUDGET FOR SAUDI ARABIA 
IN 1944 
Seotion 1 


Estimated Supplies from UKCC During 19Lb 
Fooastuffs: 60,000 tons Wheat,Flour 


and Rice at B 35 & 2,100,000 
6,000 tons Millet at & 20 120,000 
3,000 tons Barley at B 25 75,000 
9,000 tons at & 306, 
tons. Tea at & 260 166,400 
270 tons Cardamoms at & 600 
B 2,929,400 
Tires: 10,000 tires and 
10,000 tubes, Estimated Value _ 350,000 
Total B_34279,h00 
Section 2 
Sundry Purchases 
» same 
tons b 100,000 
maces Cost of Requirements 300 , 000 






—_—o and spares for condensers 5 37,000 
3 +l eto. 25,000 


Cement 
Local purchases 














, Estimated Expenditures 1944 
le § alaries and subsidies to Tribes Rls. 45,000,000 
26 Missions 665, 000 
34 Food Supplies andi Tires from UKCC 
he Sundry : in (2) 13° ony Soe 
© es as 

nt r a Shenspors and Handling of " pete 
6. cultural Ex 2400 ,000 
7. er, Road an Ceartrustional Wor) , tee 2.20 


Section & 
Estimated Revenue 1363 (1944) 
Saudi caver muens ay Ris. 2,000,000 
From CASOC Rs. 2,000,000 
P Fis 1943 12,500, 000° 


From 
rn tee igs 9e eee oe 





Summary of Estimated Budget 1363 
a -"  '' 


Estimated Expenditures as in (3) Ris. 108,768,220 
Estimated Revenue as in (4 ________ 36, 500,000 


Deficit Riss _ 72,268,220 





Sterling credit Ris. 47,268,220 
Receipt of new riyals or 

equivalent in gold, or ) 

partly riyals and partly ) ————____£.4.2900,. 900 


oie. ; Bl.s. ___72.268..220 
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Subject: Comment on Prdéposed Budget of Saudi 
———- ik 4 for 1944 


CONFIDE Chapyse oil 


4 Me 


ad oj a 


& sins retary State » Ma 


, 







Be 
» In eibbiniadion of the Legation's despatoh a4 
a today I have the honor to submit the followi 
comment on the proposed 1944 budget of Saudi 


The Saudi Arabian Government several years i DR 1944 

began to need funds in excess of its revenues, and asked 

the Saudi Arabian Mining Syndicate and the California 

Arabian Standard 011 Company for advances. Both firms 
acceded to the Saudi Arabian Government's request, or to 

rt of it. A request for a loan from the United States 
ernment was declined. 












After the California Arabian Standard 0411 Company 
and the Saudi Arabian Mining Syndicate had advanced to 
Aihe Saudi Arabian Government all the funds which they felt 1 
ole to supply, the Saudi Arabian Government turned to 
whe British Government for assistance. 


O68 


1S* 


In 1941 the British Government opened sterling wun 
pr the Saudi Arabian Government to the extent of or 
D0,000 pounds. In 1942 British assistance consisted of ™N 
Ait of 1,800,000 pounds plus foodstuffs and other 
mmodities valued at 500,000 pounds. In 1943 the British 
pvernment supplied credits of 2,700,000 plus 5,000,000 
yals in silver plus 400,000 sovereigns. The foregoing 
figures were obtained from Saudi sources. 2. 
J 
Assistance from the United States Government in 1943 © 
consisted of about 226 motor trucks and 6,000,000 riyals 
in silver (with 9,000,000 riyals yet to be delivered) and 7 
four pumps and engines for the Al-Kharj irrigation project. 


Assistance supplied by the British Government in 1941 
and 1942, and to some extent its commitments in 1943, were 
based on the recommendations of F. W. H. Stonehewer Bird, 
British Minister in Jidda until early 1943. About the rc 
month of August 1943, S. R, Jordan, an Australian, took 
Mr, Bird's place, and Mr. Jordan has shown much more 
disposition to try to effect financial and administrative - 
reforms in Sauii Arabia than r did. 


VISION OF 


Mr. Jordan was recently CUjiliétd Yel’ Counselor to the 


British 
4c 


or Tht 


AIR MAIL -2- 


British Embassy in Ankara, and he desires to see Saudi 
Arabia placed on a sound financial and administrative 
base--that is, on a base as sound as possible under the 
circumstances. That is not very sound. 


The present British Minister is pained by the in- 
efficiency and graft that goes on in Saudi Arabia, and 
wants to make enduring reforms, while his predecessor 
looked on the preblem merely as one of supporting the 
Saudi Arabian Government enough to let it function 
through the war period, and to defer attention to long 
term improvements until a later date. 


As a result, Mr. Jordan is not inclined to approve 
all items in the 1944 budget, and is disposed to insist 
on reforms in administrative waste as a prerequisite to 
British assistance. 


In my opinion, elimination of the waste which pains 
Mr. Jordan will entail much difficulty. The King is 
not inclined to Handle money matters himself, and is 
impatient when they force themselves on his attention. 
Consequently,. it is net certain that the desired reforms 
would have the King's wholehearted support, and without 
that support they could scarcely be carried out. And 
even if the King lends his assistance, there is doubt 
that they would be effective unless they were supervised 
by foreign (British or American) personnel. There are 
no Saudi Arabs competent to perform the task. Whether or 
not Mr. Jordan contemplates insisting on having British 
officials in the local Government armed with the King's 
authority to carry out the reforms, I am unable’ to say. 
But if non-Arab officials are engaged, a prudent regard 
for Americay interests in the country, makes it necessary 
that Americ officials be employed as well. 


Turning to the budget figures for 1943 and 1944. Both 
budgets show expenditures of about 108,000,000 riyals. The 
1943 budget. shows a deficit of Rls. 27,745,765 in the form 
of Riss, 20,845,765 owed to the United Kingdom Commercial 
Corporatien and twe months outstandi salaries amounting 
to Ris. 7,500,000. There is an additional item of 
Rls. 2,500,000 shown as a deficit incurred through borrow- 
ing that sum and paying certain expenses in connection 
with the pilgrimage. The validity of this item may or may 
not be questionable since the Moter Transport Co., the 
recipient of a part of the sum, is the Saudi Arabian 
Government under a different aspect. An asset to be set 
against this deficit is the receipt of 9,000,000 lend- 
lease riyals requested for 1943 requirements and delayed 
in minting and delivery. Two million of these tardy riyals 
were delivered on January 5, 1944. 


A comparison of the budget figures for 1943 and 1944 
shows several inereasés for the current year: 


Foedetutts: In 1942 Saudi Arabia received 43,597 tons 
of whéat, flour and rice from the UKCC valued at é 1,368,678 
while needs for these commodities in 1944 are estimated at 
60,000 tons valued at & 2,100,000. Sugar received in 1943 
amounted to 4,860 tons valued at = 162,810, while require- 
ments in 1944 are 9,000 tons costing & 306,000. The 
apparent increase is somewhat reduced by 1943 purchases of 
unknown tonnage from other sources. 


Tires and Tubes: 


Ar MAIL -— e 


# 





: In 1943 Saudi Arabia imported 4,513 
‘yes tes Bs 104,000. Estimates 
“1944 8 an equal number of tubes 
valued a i 350, ni despite the fact that the number 
of vehicles operating in 1944 will certainly bé less 
than in 1943. | ; 


Another item under Section 7 shows chases of 
“e and spare parts other than from UKCC, Ris. 1,596, 000 
. 3 propels y represents bazaar purchases of tires and 
spare parts stolen from government stores and sold in 
the losal Market. 


ans Goods: eee in 1943 were valued at. Res, 300,000 

a Ay. 1 below the country's needs. It is therefore 
frfewlt to see how estimated imports of & 300,0 

ant 4,000,000) will suffice for 1944. 


F : In 1943 the Saudi Arabian Government 
rom the British Government credits of 
,000 a and gold or silver valued at Ris. 738,500, 000 


£2 700,0 6,000,000 riyals from United States ‘Yend-lease 
atives” Ret timated needs in 1944 are for credits of 
Rls. 2s 47,268, ,220 and silver or g¢ld amounting to Ris. 25,000, 






In 1943 the Saudi Arabian Government 
sto the value of Rls. 7,700,000 only. The 
resi nae? was given away to needy,or supposedly needy, 

persons. The ss ected —— of foodstuffs in 1944 is 
placed at Ris. 20,000,000 


This estimated increase in the sales of food is 
encouraging but {t is by no means certain to be realized. 
The British Minister has been pressing the Saudi Arabian 
Government on this point. 


‘g: It will be noted that no funds are provided 
Ly. “needed motor equipment. "Soman sty the Saudi 
ppdel iy, 98 rnment hopes to secure motor transport under 
 Lend-lease’ facilities. 








Respectfully yours, 


Ra 
To the Department in ozalid. 
‘Copy to FEA, Cairo. 
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UNITED STATES OF AMERICA 





“Hidde, Saudi Arabia, January 22, 19h4 
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Legation's strictly confidential despatch no. 9 
Gated January 12, 1944, third page, paragraph 
entitled "Zingmejal Aida": ‘Figure given as & 47,268,220 


should read Ris. 47, 266, 220. 


Copy to FA, Cairo. 
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AIDE-MEMOI RE ‘ 


Ref. 976/1/L4 4 OF s 
7 pay NIGATIOVS iajesty's Ambassador r gpttents his 
poi to the Secretary of @taie, and has the 
honour to refer to Se Deparjment' 5 aide-1mémoire 
00-2 f/12948 o 
of November 29th last suggésting that immediate 
consideration be given to ways and means whereby 
the British and United States Governments might 
assist the Government of Saudi Arabia in fiscal 
and currency problems, and that informal discussion 
to this end be held in Washington. 
oi 2. His Majesty's Government in the United 
a a Kingdom agree to this proposal, and instructions 


have been issued to the United Kingdom Treasury 


8S/1S° 3068 


Delegation in Washington to get in touch with 


representatives of the United States Treasury to 


this end. 


y BRITISH EMBASSY 
WASHINGTON, DeCe 





February lst, 1944 





NY / Sd 


44 Fe 1 442 


The Seoretary of State presents his comp\iments 
to the Honorable the Secretary of the Treasury and 
encloses for his infefmation a copy of an aide-memoire, 
Gated February 1, 1944, received from the British 
Eubagey, Washington, D. C., stating that his Majesty's 
Government egrees to the proposal that joint discussions 
by representatives of the twe Governments be held in 
Washington, to consider ways and means whereby the 
British and the United States Governments might assist 
the Government of Gaudi Arabia in fiscal and currency 


| probleme. 
Enclosure: 
of aide-nemoire 
cotea Pebruary 1, 1944. 
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STRIC CONF IDENT 


No. G4 09 


To the 
Officer in charge of the American Mission, 
Londen. 


There is enclosed for the strictly confidential 
information of the Officer in charge of the American 
Mission a copy of the initial discussion of Saudi 
Arabian financial problems which took place between 
officials of this Government and the British Government 
on February 17, 1944. There is also enclosed a copy of 
a preliminary memorandum regarding a proposed bank for 
Saudi Arabia which was discussed with the British 
representatives at that time. 


Enclosures: 


1. Memorandum of Conversation, 
February 17, 1944 concerne 
ing initial meeting of American 
and British representatives 
regardi Saudi Arabian finan- 
cial matters (Messrs. Grant and 
Barrett, representing the British 
Treasury, Messrs. White, Bernstein, 
Friedman and Glendenning, United 
States Treasury, Mesérs. Parker 
and McGuire, Department of State). 

2. Memorandum regarding a proposed 
bank for Saudi Arabia, 
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STRICTLY CONFIDENTIAL 


No. /1E 


To the 
Officer in charge of the American Mission, 
Jidda. 


The Secretary of State refers to the Department's 
instruction no, 116 of February 21, 1944 regarding 
proposed mle king gt pe between officials of this Govern- 
ment and of the British Government relating to Saudi 
Arabian fiscal and currency problems. 


There is enclesed for the strictly confidential 
information of the Officer in charge of the American 
Mission a copy of a memorandum of the initial discussion 
of the subject which took place between officials of 
this Government and the British Government on February 17, 
1944, There is also enclosed a copy of a preliminary 
memorandum regarding a preposed bank for Saudi Arabia 
which was discussed with the British representatives at 
that time. 


\ Enclosures: 


1. Memorandum of Conversation, 
February 17, 1944 concerning 
initial meeting of American and 
British representatives regarding 
Saudi Arabian financial matters 
(Messrs. Grant and Barrett, repre- 
senting the British Treasury, Messm 
White, Bernstein, Friedman and 
Glendenning, United States Treasury, 
Mesers. Parker and McGuire, Department 
of State). 

2. Memorandum regarding a proposed bank 
for Saudi Arabia. 
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To the 


Officer in eharge of the American Mission, 
Jidda. 


The Secretary of State refers to the Department's 
instruction no, 99 of December 7, 1945 regarding proposed 
conversations between officials of this Government and of 
the British Government relating to Saudi Arabia fiscal 


and currency problems. 2 

There is enclosed a copy of an aide-memoire dated Mi 
February 7, 1944 from the British Embassy in Washington oak 
stating that the appropriate British officials in a 
Washington have been instructed to discuss these matters. i 


Enclosure: 
y of aide-menmoire 
dated Fe 7, 1944 
ada British — - 
ashington address ° 
Department. 
+4 
Cf) 
890F. 51/58 wy, i 
a aa 
Ye | 3 
NEA: WLP: Gh 2/15/42. 





SUBJECT  sidde office inforus that King is disturbed 
over position of his country with regard 
to food supply and governmental finances. 


For the original paper from which reference is taken 


See _....Tel. #64. 9 pm. weil 
(Despatch, 
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Dated Feb. 24. 1044... goom| Baud arabia. 
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DEPARTMENT OF STATE 


i : fo) my 
Memorandum of Conversation “Pan iment oe 
Lo DATE: February 17, 1944 


SUBJECT: Initia Seige of American and British Representatives 
Reg . Arabian Financial Matters 


PARTICIPANTS: Messrs, Grant and Barrett, representing the British 
Treasury 
Messrs, White, Bernstein, Friedman and Glendenning, 
United States Treasury 
Meesers., Parker and McGuire, Department of State 


COPIES TO: 
| 
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OW POLMCAL Rely, 


AY loss 
(* mr. MURRAY “Ap 
Fi3 2 9 1944 


/ 
\ j 


A Of ee Oe TN OF 
<ARTMenT of SE SERN AFFAIRS 











09/!1S°s068 


This meeting was called at the request of Dr. White, 
in accordance with an understanding reached through an 
exchange of aide-memoire between the governments of the 
United States and the United Kingdom, providing for con- 
sultation between financial experts of the two nations 
on the financial problems of Saudi Arabia. The topie for 
discussion at this meeting was the United States Treasury's 
draft of a plan for the establishment of a Central Bank 
in Saudi Arabia, 


In Dr, White's absence, Mr, Bernstein opened the dis~ 
cussion by saying that the Treasury's first draft was being 
reworked, and a new draft would be ready in a few days. 

He offered to outline the plan orally point by point, so 
that the British representatives could get an idea of what 
Treasury had in mind, 


After he had outlined the first few points, Dr, White 
arrived, and a discussion developed along more general > 
lines. The British representatives expressed doubt that 7 
the Saudi Arabian people were capable of operating a modern 
Central Bank, They believed it would be preferable to 

co 


- 


99a/Sd 


introduce 


Zo 


introduce paper money slowly, under the supervision of 

a currency board similar to those operated in London for 
various nations within the so-called sterling area. They - 
felt that if King Ibn Saud were to be introduced to the 
“marvelous potentialities of the printing press," and 
given majority authority in ite operation, he would almost 
certainly abuse it, and quickly bring the whole new bank- 
ing and currency system to ruin, From the present chaotic 
state of the King's finances, it was clear that he had no 
conception of sound fiscal policy, and it had always been 
the British view that a nation must get the "tax habit" 
before it can be permitted to use the printing press with 
any hope of success, 


Dr, White replied with a masterful discourse upon the 
contrast between British and American methods of giving 
advise and assistance to nations unfamiliar with modern 
banking and currency systems, When such a nation requests 
British aid in establishing a modern money system, it is 
offered the standard "London currency board plan." This 
involves, in brief, a currency issue backed by a 100 per- 
cent sterling reserve, managed by a predominantly British 
board located in London, All foreign exchange assets 
other than sterling which accrue to the controlled country 
in the course of trade must be turned over to the currency 
board, which converts them into sterling at "official 
rates," and turns over the "other assets" to the British 
Treasury. (While Dr. White did not go into it in detail, 
this is obviously of greut advantage to Great Britain in 
meeting its foreign exchange difficulties, while it tenis 
to limit the controlled country's import purchases to British 
goods). While the 100 percent reserve requirement acts 
as a strong curb upon excessive issue of the controlled 
country's currency, (except at a time like the present when 
Britain desires large quantities of local currency for 
purchase of the controlled country's goods and services), 
Dr, White ventured the opinion that a currency system which 
1s too inelastic to permit creation of domestic purchasing 
power upon occasion is as inimical to a country's interests 
as a currency system which is too elastic. Despite Britain's 
payment of interest on a controlled country's sterling 
reserve "investment," Dr. White said he felt that a 100 per- 
cent sterling reserve was an unnecessary expense for most 
currency board nations, #Dr, White then went on to explain 
this Government's policy in the financial assistance field, 
When a sovereign nation approaches the United States Treasury 


with 


~3- 


with a request for advice, it is the Treasury's policy, 

ae stated by the Secretary himself, to give the best advice 
poseible as to what will be in that nation's own best 
interest. We do not withhold knowledge on the theory 

that it is dangerous to teach backward nations modern 
methods, We try to recommend the best possible system 

in view of all the circumstances. Of course, we are well 
aware that restrictions upon note-issue and upon loans 

to the government will be essential to success of a Saudi 
Central Bank in its early years, so we will include such 
restrictions in the plan we present to the King, And we 
will suggest to him that he appoint an experienced foreigner 
to be manager of the bank, But we will not insist upon 

a foreign majority on the board of directors, which will 
have the right to change the bank's rules, We will respect 
Saudi Arabia's sovereignty; it will remain Saudi Arabia's 
privilege to nullify the restrictions, Of course, we will 
retain the right to curtail our subsidies or use other 
forms of economic and political sanctions, if the Saudi 
Arabs get too far out of line, But the best insurance 

of lasting cooperation will be the King's confidence in 
his foreign advisors, which will depend, in the long run, 
upon proof, by way of results, that they have the best 
interests of his country in mind in all their dealings and 
recommendations, 


Dr. White then said that it was the sincere hope of 
the United States Government that the Government of the 
United Kingdom would become co-advisor in attempting to 
sOlve the problems of Saudi Arabia, It was with this in 
mind that we would submit a rough draft of Treasury's 
plan for a Central Bank to the British Treasury represen- 
tatives in Washington, for transmittal to London, 

Mr. Bernstein emphasized the preliminary nature of the 
draft -- that it had not been worked out to the point where 
we would be willing to submit it to the Saudi Arabian 
government as the best available plan. We felt that the 
Britiesh, with their long experience in the Near and Middle 
East, would be able to offer many helpful suggestions for 
improvement, 


Mr, Grant said that he would be glad to transmit the 
Treasury's draft to London, and to contribute in every 
possible way towards the success of the current discussions, 

After the departure of the British representatives, 
the State and Treasury Department representatives discussed 


various 


~ 


various aspects of the Saudi Arab problem, Mr, Parker 

said that he had been asked by Mr. Alling, Deputy Director 
of the Office of Near Eastern and African Affairs, to 

sound out the British at an appropriate point in the discus- 
sions as to whether Great Britain might not prefer to have 
thie Government take over the full responsibility for the 
subsidies which will be necessary to keep the Saudi Arab 
budget in balance pending a substantial increase in oil 
production, If this Government took over all future sub- 
sidies, the British might be willing to relinquish to us 
any claims they may have upon the Saudi Government arising 
out of past British subsidies, The advantage from the stand- 
point of this Government would be that Saudi Arabia would 
no longer be obligated in any way to another foreign power, 
thus making the American 011 concession more secure, 

Mr, Parker said that he understood that Great Britain's 
finances were strained, and that she might welcome the 
chance to escape from the burden of Saudi subsidies, which, 
so far as we could tell from available data appeared to 
have been the equivalent of 20 million dollars in 1943, 


Dr. White acknowledged that Great Britain was not in 
a position to treat even a ten-million dollar expenditure 
lightly (1t has been assumed that the United States will 
take over half the subsidy in any event), But he rather 
doubted that the British would wish to withdraw from the 
Saudi picture entirely, 


Dr. White was asked whether he thought Congress would 
be amenable to a request for funds for Saudi subsidies, 
After some discussion, Dr, White agreed that Congress 
would probably go along with such a request, in view of 
the Truman Committee Report, which charged that this Govern- 
ment was not lending sufficient support to the foreign 
operations of domestically owned petroleum companies, 
However, Dr. White felt that the possibilities of increased 
royalties per barrel of oil or a Saudi tax on the income 
or property of the o11 company would bear investigation, He 
also pointed out that, to avoid a possible future charge of 
exploitation, 1t was not enough to merely continue pro- 
viding the King with goods and silver to be handed out as 
gifts or bribes to the Arab chieftains, Future grante of 
funds should be contingent upon the King's acceptance of 
an American technical and agricultural mission, which would 
supervise the investment of part of the funds in capital 
goods, irrigation, agricultural expansion, education, @tc., 
so that fifty years from now, when Arabia's oil may be gone, 
the country will be able to support itself, and will not 
be a mere hollow shell, 


FMA: P. me Serre 
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the poche ts es- 
ch ne. 117 and to despatches nos. 9]l/and 9¥ both 
fated January 12, 1944, and to report that the British 
Government had not, a few days ago, approved the Saudi 
Arabian Government's tentative 1944 budget which show- 
ed an estimated deficit of about 72,000,000 riyals in 
1944, with a deficit of about 30,000,000 riyals 
carried forward from 1943. 






necessary, Since the Saudi Government expects a 
British subsidy sufficient to fill’ the two deficits. 
In addition, it hopes that the United States Govern- 
ment will supply under lend-lease facilities, silver, 
motor vehicles, arms and other items which the Sauwii 
Government itself nses. 7 


pg The approval of the British Government is 
q1! 


An examination of the 1944 budget shows an item 
of 12,500,000 riyals as the revenue from the 1943 
pilgrimage. This sum was collected from pilgrims in 
their country of origin, e.g., Egypt, Palestine, Iraq, 
et cetera, and the Smdi Government expected the 
British authorities, under the terms of the agreement 
about the pilgrimage, to convert it into riyals (it 
was actually collected in sterling currencies) at the 
official rate, and to pay it over to the Saudi 
Government. 
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Mr. Jordan, the British Minister, had other ideas 
about it. He wishes to credit the sterling sum to the 
British subsidy fund, thereby making a small reduction 
in the Sauli indebtedness to the British Government. 
The Saudi Government has objected to this procedure on 
the ground that it is contrary to the agreement about 
the pilgrimage; that it would virtually make the 
British Government receiver for the Saudi Government, 
and that the Saudi Government would be deprived of the 
considerable advantage which would accrue to it from 
the conversion of the sterling sum into riyals at the 
official rate of exchange, rather than at the market 
rate. 
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out in this Legation's despatch no. 93 of January 12, 
1944, Mr. Jormiah thinks the budget extravagant and 
wasteful, and wishes to reduce it and to introduce 
administrative reforms. 


As it now stands, there is considerable justi- 
fication in an attempt to reduce Saudi expenditures. 
Their budget of some 108,000,000 riyals is probably 
twiee the annual revenue they can expect to receive 
in the predictable future. And at the end of the 
war it will be either difficult or impossible to 
secure advances and subsidies from the American and 
British Governments, Consequently, it would behoove 
the Saudi Government to try to trim its expenditures 
now in preparation of leaner years to come. 


Mr. Jordan, im an effort to help the British 
Government and the Saudi Gevernment at the same time, 
has urged Saudi officials to reduce their expenditures. 
Fer a while, these officials did net repeat the british 
Minister*s suggestions to the King; but at long last 
they were obliged to do so, and this fact is believed 
te have been. the immediate cause of Shaikh ABDULLAH 
SULAIMAN's trip to Jidda. 


In. addition to the British. subsidy, the Saudi 
Arabian Government: hopes to obtain from the United 
States under lend-lease facilities; silver sufficient 
to mint’ 20,000,000 riyals for government expenditures, 
and for an additional 10,000,000 riyals if the United 
States Treasury plan for converting dollars inte 
riyals at the rate of 30¢ to the riyal is adopted (see 
the Legation's: despatch no. 98 dated January 17). It 
also hopes that the United States will supply motor 
vehicles, textfles, paper, and various other items. 


Ia view of the important negotiations with respect 
te a pipe line aeross Arabia which seem to be in 
prospect, tt might be advisable for the United States 
Government to adopt a.more sympathetic attitude toward 
the needs, or supposed needs, of the Saudi Government 
than does the British Legation in Jidda. 


Respeetfully yours, 


tme/ 4, Inver 
ames S. Moosd, jr. 





To the Department in ozalid. 
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Copy to the American legation, Cairo, for Landis. 


SUBJECT 


Information received from Saudi sources that subject 
of finance was discussed between Jordan and Saudi 
Finance Minister. . 


For the original paper ‘from which reference is taken 
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a Py UNITED STATES OF AMERICA 


Jidda, Saudi Arabia, March 9, 1944 . 


Subject: Financial Arrangements between Saudi 
Arabia and Great Britain. 
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Sir: 5 a if y 


I have the honor to refer to my despatch no. 118 
dated February 24, 1944, entitled "Saudi Arabiah 
Finance”, and to supplement the information contained 
therein with the following details obtained from the 
Saudi Minister of Finance: 


Collections of pilgrimage fees in 1943 outside 
Saudi Arabia amounted to approximately 1,200,000 pounds 
sterling. The British Government has not shown any 
disposition to convert this sum into riyals or 
sovereigns and to pay it to the Saudi Government; but 
has deposited the sterling sum to the credit of the 
Saudi Governuzent with the firm of Gellatly, Hankey 
& Co. (Sudan) Ltd., in London. 


The British and Saudi Governments have not yet 
reached an agreement about the Saudi budget for 1944. 
No news has been received of the discussions going on 
in Riyadh between the King and the British Minister; 
but there are indications that the King is annoyed 
over their progress (or lack of progress). Shaikh 
Abdullah SULAIMAN, Minister of Finance, has just been 
Called to Riyadh, presumably to participate in the 
conversations. 


The British Government throughout 1943 subsidized +- 
the Saudi Government by ts of B 225,000 on the i 
fifteenth of each month. e payment for January 1944 £: 
was made about the Middle of February 1944, while 
payment for February has not yet been made. To meet 
certain urgent obligations, the Saudi Government has 


been obliged to draw 200,000 pounds from Gellatly, A 


Hankey « Co., although it was reluctant to do so pend- 
ing a settlement of its financial arrangements for 1944. 


The Minister of Finance stated that utilization of 






deposit did not involve- eee to the Saudi Govern- 
‘natal of the diffe en the official and 

‘the free exchange rates, ee had previously 
Plated by Najib Bey ha. 


Respectfully yours, ecHHOR 
a | 
ames S. Moose, jr. 


Copy to Cairo for dis. 
a the Department in ozalid. 
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WAR AREAS 
ECONOMIC toaat\ 18, 1944 


DEC 1 110MM, a —e 


DEPARTMENT OF STATE oy te 
Ret Diseussion of 1944 Sandi Arabian 
May 16, 1944, 5:00 p.n. 


Present: Messrs. France (of Office of Minister 
of State), Friedman and Gunter. 


The perpese of the was to reach a tentative agreement 
on a ce on Arabia. It was decided at the out- 
set to omit of items relating to the supply program for 
Gaudi Arabie which is being discussed separately. VYhen this supply — 
program is agreed upon, it will be fitted into the budgetary freme- 
work, It was also agreed not to discuss the Anglo-American subsidy 
program because this is also closely related to the supply program. 


the breakdown of the budget as a with 


ood 
cuestion saris i cating the the items whieh will be dee after the - 
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DEFICIT GN AGREED ITEMS 21.87 


amo on 


Discussion on the various items was as follows: 


Items 1 and 2 oe ER AR neh eds It was egreed thet these 
items should be som rom ac expenditures in 1943, 
France atated that he thought these items should be reduced so that 

would total mo more than 39 million riyals, a reduction of 10 

riyals. We pointed out that such an abrupt reduction could 
hardly be justified and that we favored a much smaller reduction for 
the following reasons: (1) etd the time the new budget is put into 
— the year will probably be at least half over; (2) while 
the rapid increase in these items sinee the beginning of the war un- 
coubtedly does indicate some increase in extravagance, much of the 
increase can be justified on the basis of price increases; (3) both 
items are inflexible and cannot be reduced abruptly without onsider- 
able political consequence. France agreed with our position, but 
stated that we sthould work for further reductions in future years. 


Item 3 - roreisp Miaadong. No one had an entirely satisfactory 
explanation of why the expenditures of foreign missi ns had been 
reduced from 1.33 million ri s actual expenditure in 1943 to .67 
million riyals ‘or the 1944 get. It was suggested that probably 
no provision had been made for extraordinary missions for 1944, such 
as did occur in 1943. In view of the fact that the Saudi Government 
had suggested only .67 million riyals for this item, it was decided 
to accept their figure, although it was felt it might be too low. 


Item 4 - 7 - We informed Mr. France that this 
item related to contrac e France stcted tiat he felt the 
item wes a little high at the figure of 3 million riyals proposed 


by the Saudi Government, but since the item was of minor consequence 
it was decided to accept the 3 million figure. 






« France s t een oO “eons derable surprise 
earn from us that these two items releted primarily to 
labor costs, but he was willing to accept the Saudi figures. 


Item 8 - psa The figure of 4 million riyals 
proposed by the vernment was accepted, although it was agreed 
that the figure might be too low. 

Item 9 MA ree It wes agreed to increase this 
item from 2 on Tr 8 million riyals, as it is generally 


thought that the Saudi Arabs have consistently underststed the in- 
come from this source. 


Item 10 Pe re ray el It was decided to take this item at 
2.5 million riyeis. @ oil company is currently paying its royalties 
in rupees, which the Government is selling on the local market, and the 


estimate 


-j3- 


estimate of 2.5 million riyals takes into considerstion the prevail- 

market rate for rupees. If the conversion of royalties could be 
maGe at the official dollar-riyal rate, this figure would be increased 
to 3.3 million riyals. 


Item 12 Tae nen income - It was decided that this item 
should be inel n get, although the income is in for- 
eign exchnage and some method of conversion into riyals will have to 
be worked out. France stated that there should be. no difficulty in 
making the income available to the Saudi Government as the tariff 
colleetions are made in September and October. France sugcested that 
the Saudi Govermment should offer this foreign exchange on the open 
market in Jidda in order to get riyals. It was pointed out to him 
that this might have undesirable effects on the foreign exchange value 
of the riyal. France agreed and it was decided to defer the problem 
of conversion for future consideration. 


Item 13 - ~ - France tenta- 
tiv accepted our figure @ was not sure, however, 
that the British Treasury would “be an a gener ee to make available 
the soverei necessary to convert this doller profit through 
sovereigns to riyals. 


Item 14 - Bxphiah Supeicr-- Ser eras ene. Already during 1944 the 
British Governmen delive sovereigns to the Saudi 
Government. On the basis of the prevailing market price for sovereigns, 
a yield of 9 million s could or has been obtained. One million 
riyals of this income, ever, has been expended in settlement of 1943 
expenses. The Government ended 1943 with a deficit of about 30 million 
ge of which about 20 million riyals were due to the UKCC. The 
1943 pi erimage income of 17.75 million riyals has been set off against 

CC debt and the balance of the debt ciunceled. In aidition, 9 
million riyals from lend-lease silver were elivered in 1944 and’ were 
appiied to reduce the deficit to one million riyals. As indieated 

e, this remaining deficit was settled by riyeals obtained from the 
sale of sovereigns. 


It will be noted that these figures already show a deficit of 
21.87 million riyals. This deficit will be further increased by 
oS purchases allowed under the supply program to the extent 

= so obtained are not resold on the local market, taking 
ints eon tion any difference in the purchase and sale prices 
of any goods that are resold. 


There was also some discussion of the financial problem from 
a longer-range point of view. The following three points were made: 


(1) It 
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roblems involved in 
1 institution should be set up in Saudi Arabia 
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1944 Saudi budget ee differ from those cited my % 


-J¢ 


Saudi riyals): 
Expenditures for foodstuffs and tires 32,998,500 


total 8,300, total expenditures 100,150,550, Saudi 


Government income 4,000,000, Casoc <,000,000, 19-:3 








pilgrimase 17,750,000, Lend-Lease silver 7,000,000, 


eficit <7, ee ae oie PEVEBRES 100,140,500, (See 
87 March 30, 8 ak, 


Significant fectures of Jordan's estimate which 
s not been finally approved by King is that 19.3 


British assistance to Saudi Lrabia consisted of 


2,700,000 pounds sterling subsidy, 400,000 soverigns 


gold, 5,000,000 riyals silver and 20,000,000 riyal 


credit. The U.S. supplied 15,000,000 riyals silver 


plus Lend-Lease materials cand equipment. 
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New estimates 
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on 496, April 8,°9 oom., from gJidda. 
based on assumption 1944 assistance from all sources 

can ve limited to foodstuffs and textiles from British 
valued at 48,000,000 riyals plus Lend-Lease textiles, 
motor vehicles, ppnre patts, paper, etc. He strongly 
opposes further Lend-Lease riyals for Saudi irabia 
alleging inflationary tendency. 

Disregarding Lend-Lease equipment and meterials 
new estimates would cut outside aid to Saudi Government 
from about riyals 94,000,000 in 1943 to 48,000,000 this 
year. In my opinion such cut is too drastic and.more 
help will inevitably be required. . 

Further feature is that British Government has 
credited 1943 pilgrimage revenues to British subsidy 
fund instead of paying them to Saudi Government in 
silver. Jordan claims British Government has right to 
do so though this appears open to serious question, 
Should British Government continue to take pilgrimage 
revenues it will mean that Saudi Government is virtu- 
ally in receivership and completely at mercy of British, 

I disagree with Jordan on many points but will 
refrain from pushing my views until some alternative 
plan can be offered. 

Fuller . 
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Sent Department repeated Cairo for Mikesell, 
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PARAPHRASE OF TELEGRAM RECEIVED Acne 

FROM: American Legation, Jidda ZIMA 
TO: Secretary of State, Washington BLAS Y¥ 


DATED! April 8, 1944 ocr 


NUMBER: 96 
SECRET 

Reference my 87, March 30, 1944. 

More recent figures for the 1944 Saudi budget were 
given by Jordan on April 2. These figures differ from 
those cited in my despatch no. 91 only as follows (all 
sume in Saudi in Saudi riyals): 

Expenditures for foodstuffs and tires 34,998,300 
total 8,300, total expenditures 100,150,850, Saudi 
Government income 4,000,000, Casoc 4,000,000, 1943 
pilgrimage 17,750,000, Lend-Lease silver 7,000,000, 
deficit 47,390,000, total revenues 100,140,500. 

The significant features of Jordan's estimate, which 
has not been finally approved by the King, is that 1943 
British assistance to Saudi Arabia consisted of 2,700,000 


pounds sterling subsidy, 400,000 sovereigns gold, 5,000,000 


riyals silver and 20,000,000 riyal credit. In addition to 
the Lend-Lease materials and equipment the United States 
supplied 15,000,000 riyale silver. Assuming that 1944 
assistance from all sources can be limited to foodstuffs 
and textiles from British valued at 48,000,000 riyals, 
plus Lend-Lease textiles, motor vehicles, spare parts, 
paper, et cetera, is the basis for new estimates, 


Alleging 
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Alleging an inflationary tendency, Jordan strongly opposes 
further Lend-Lease riyals for Saudi Arabia. 

The new estimates would cut outside aid to the Saudi 
Government from about riyals 94,000,000 in 1943 to 48,000,000 
this year if Lend-Lease equipment and materiale were disre- 
garded. More help will inevitably be required as in my 
opinion such a cut is too drastic. 

A further feature is that the British Government has 
credited the 1945 pilgrimage revenues to British subsidy 
fund instead of paying them in silver to the Saudi Govern- 
ment. It is claimed by Jordan that the British Government 
has a right to do so though this appears open to serious 
question. This will mean that should the British Government 
continue to take pilgrimage revenues the Saudi Government is 
virtually in receivership and completely at the mercy of the 
British. 

On many points I disagree with Jordan, but until some 
alternative plan can be offered I will refrain from pushing 
my views. 

By air mail I will forward more complete figures and 
detailed comment. 

For the information of Mikeseli we repeated the fore- 


going message to Cairo. 


MOOSE 
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British adviser to assist Saudi Ministry of Finance. 
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MO = 823 Jidda 


This telegram must be ~ FROM 
closely paraphrased bee Dated ipril 1], 1944 
fore being communicated 

to anyone. (SC) Rec'd 4:37 pele, 


Secretary of State 
Vashington 
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Saudi Ministry of Foreign .ffairs has requested m 
fee Oo 
that minting of twenty riyals referred to MP EN Oo 
'/6@ 
February 24, 11 pem. be started. See my oe april ¢ a 
9 aeme for revised budget figures. Pl€ase advise a 
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PARAPHRASE OF TELEGRAM RECEIVED « 
FROM: Ameoricen Legation, Jidda 
TO: Secretary of State, Washington 
DATED: April 11, 1944 
NUMBER : 103 
CONFIDENTIAL 


& request has been made by the Saudi Ministry of 
Foreign Affairs to commence minting of 20 riyals, refer- 
red to in my No. 55 of February 24. For revised budget 


figures see my No. 96, April 8. Advice as to status of 
request would be appreciated. 


MOOSE ¢ 
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closely paraphrased be=- Dated April 13, 1944 
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to anyone. (SC) Rec'd 10:55 a,m. 
“DEPARTMENT OF STATE | T OF ST me 
Secretary of State 
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106, April 15, 8 a.m. 

Both Saudi Finance Minister and Acting 
Foreign Minister state that Saudi Government 
must have assistance in excess of that oe ic 

WF. C1 oq 
in budget figures of British Minister. ity 96, 24? 
April 8, 9 a.m. 

They have indicated that they would like the 

United States to supply deficiency. Request for 


specific sums expected in few days. Sent Depart- 
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PARAPHRASE OF TELEGRAM RECEIVED Ace’ 
FROM: American Legation, Jidda FTA 
TO: Secretary of State, Washington % IYYY 
DATED: Mpril 13, 1944 fa 7 
NUMBER : 106 
SECRET 


Reference is made to my cable of April 8, No. 96. 

It is stated by both the Saudi Finance Minister and 
Acting Foreign Minister that assistance in excess of that 
contemplated in budget figures of the British Minister must 
be obtained by the Saudi Sovernment. 

It has been indicated by them that they would like to 
have the deficiency supplied by the United States. Within 
a few days, I expect a request for specific sums. Sent 
code text to Gairo for Landis by air mail. 


MOOSE 
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Washington. 


114, April 18; 5 p.m. 

No agreement has yet been reached on extent and kind 
b\ of aid to.be set lea Government to Saudi Arabia 
in 1944, My 106, April 13, 8 a.m. Few days ago King 


Tbn Saud sent letter by British Minister in Jidda 


89/1¢9°3068 


expressing gratitude and friendship toward British 
Government, stating in substance that after full and 
frank digcuesion of Saudi needs King was uncertain of 
extent British aid and aeking written statement of aid 
British Government is prepared to give. Then, continued= 
letter, Saudi Government will know where it stands, and 
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such as securing help from 011 Company will be examined, 


British Minister proceeding to King's camp tomorrow for 


e, 


further conversations but high Saudi officials think he 
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will not make written answer nor will he offer assistance 
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which King's advisers consider adequate, If British 
Minister persists in preeent policy of draretic economy 


now, it 
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now, it may soon. be time, to. gone ider point at which 
hetmf ul rOLi tical eftecte of such policy outweigh 
beneficial ‘economic effects, Code text airmail to 
Cairo for Landis, 
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betta 
FROM: AMLEGATION, Jidda a YA 
TO: Secretary of State, Washington 
DATED: April 18, 1944 ble ed 
NUMBER: 114 Zey 
SECRET 


Reference is made herewith to my message of April 13, 
now 106. 

As yet no agreement has been reached on the extent and 
kind of aid which the British Government is to give to Saudi 
Arabia in 1944. King Ibn Saud a few days ago sent a letter 
by British Minister in Jidda expressing gratitude and friend- 


ship toward the British Government, stating in substance that 


IG “AQ 


after frank and full discussion of the needs of Saudi the King 
was uncertain of extent of British aid and asking written state- (~ 
ment of aid the British Government is prepared to give. The = 
lettentontinued, then the Government of Saudi will know where 

it stands, and if intended aid is insufficient, it will examine 
other possibilities such as securing help from Oil Company. 
Tomorrow the British Minister is proceeding to the King's camp 

for further conversations but high Saudi officials think he 

will not make written answer nor will he offer assistance which 

is considered adequate by the King's advisers. If the British 
Minister persists in present policy of drastic economy now, 

soon it may be time to consider point at which the beneficial 
economic effects are outweighed by the harmful political effects 


of such a policy. Code text airmailed for Landis to Cairo. 
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FROM 


AGK-233 Jidda 
This telegram must be 

closely paraohrased be- 
fore being communicated 


to anyone. (SC) 


Dated Avril 21, 1944 


Rec'a 11:55 a,m., 22nd 


Secretary of State, 


Washington. 4 
i 1b 
ia 
117, Aoril 21, 9 p.m,. A? 
Jordan British Minister passed through Jiddca, 
M,opee EAST 
today En route from King's camp to Cairo for .. E. 
financial conference; my 114, April 18, 5 o.m. Be- 
cavse Jordan insisted King overruled Finance iiinister 


and instructed him to attend conftrence with Jordans 


MOOSE 
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I have the honor to refer to the Legation's 
telegram no. 96 dated April 8, 1944, 9:00 a.m., and 
in continuation thereof, to give more complete 


figures relating to the Saudi Arabian budget in 1944. 4 
Saudi budget figures, as reported in a telegram 9 
despatched by the Legation in Cairo on March 28, 1944, ‘ 
8:00 a.m., were, on authority of the British Minister ol 
to Saudi Arabia, given as follows: ci 
™ 1944 Income Saudi Riyals be 
Customs and Miscellaneous Revenues 4,000,000 ° 
Arabian American 011 Company 4, ,000, 000 
1943 Pilgrimage revenues 17,750,000 
Lend-Lease riyals 8,000,000 
Sales of Foodstuffs 26,000,000 
. Total 55,750,000 
We 9 | 19k Expenses 
aid Salaries and Subsidies to Tribes 45,000,000 
= Foreign Missions 665,000 
23 = a Sundry purchases 10,000,000 
gS &! Total 55,665,000 
{ 0] Pa e 
a = FA. It will be noted that the total income is not 
> arithmetically accurate, but these figures are given 
~ as received. Probably they were garbled in transmission. 
a On referring the foregoing figures to Mr. Jordan 
for comment, he remarked that there must have been some 
misunderstanding, because the figures which he gave in 
Cairo were as follows: 
kis 
19b4 Income Si 
Customs and Miscellaneous Revenues 4,000 , 000 i 
ARAMCO 4,000, 000 : mm) 
| 1943 Pilgrimage 17,750,000 ~ 
Lend-Lease Riyals 7,000,000 
Sales of Foodstuffs and Textiles 20,000 ,000 
Deficit 47,390 . 500 
| Total aida aaeie \ / 
|" / 
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1944 Expenses Saudi Riyais 
Salaries and Subsidies to Tribes 45,000,000 
Foreign Missions 665 , 000 
Sundry Purchases 13,087,200 
Tires and Foodstuffs 34,998,300 
Internal Transport 3,900,000 
Agricultural Expenses 2,400,000 
Water, Roads, Construction 1,000,000 
Total 100,150,500 


There is some reason to believe that customs and 
miscellaneous revenues will bring into the Saudi 
treasury more than the SR 4,000,000 estimated. Informal 
inquiries to the Collector of Customs in Jidda have 
produced the information that collections in Jidda alone 
reach nearly SR 4,000,000. Jidda is by far the largest 
port of entry in Saudi Arabia, but it is hardly likely 
that the Persian Gulf ports can contribute less than 
SR 1,000,000, making a total of SR 5,900,000. 


The Arabian American Oil Company has agreed to pay 
the Saudi Government ‘31,000,000 during 1944. Estimating 
the riyal at 30¢, this revenue would amount to 
SR 3,300,000 rather than SR 4,000,000. The estimate of 
SR 4,000,990 was based on the assumption that an increase 
in oil production in 1944 would result from completion of 
the Bahrein refinery. It now appears that this increase 
will be realized in 1945 instead. 


In response to a query about the estimate of 
SR 17,750,000 as pilgrim revenues, Mr. Jordan said thet 
pilgrim "tariff items" collected abroad had amounted to 
more than 1,000,000 pounds sterling, and that the value 
of foodstuffs sold to pilgrims should be added to that 
sum. He was positive that the figure indicated a con- 
servative estimate. The following day, Najib Bey Salha, 
Director of !‘ines and Public Works, affirmed that the 
sale of foodstuffs listed in the Saudi budget figures at 
SR 7,700,000 (despatch no. 91 dated January 12, 1944) 
included sales of foodstuffs to pilgrims as well as to 
others. 


Lend-Lease riyals, to the sum of 7,000,000, should 
not be included in the 1944 budget, despite the fact that 
they were delivered during the 1944 calendar year. They 
were intended for finance in 1943, and it is reliably 
understood that they were obligated for 1943 expenses 
before they everarrived in Jidda. 


Sales of foodstuffs and textiles have been restored 
to the original Saudi figure. 


All expense ktems remain unchanged from the original 
Saudi figures with the exception of purchases of tires 
and foodstuffs. This item now applies to the same 


quantity 
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quantity of foodstuffs as were imported in 1943, 
and has been reduced by some SR 8,000,000 from the 
original estimate. Mr. Jordan says that this is 
possible, and that a further reduction could be 
effected if necessary, because Saudi grain stocks 
were built up during 1943. Saudi officials insist 
that Saudi grain stocks were depleted in 1943. 


In order to clear up the arrears of the 1943 
budget of Saudi Arabia, the British subsidy fund 
has advanced 20,000,000 riyals to settle the food 
account owed to UKCC, and 200,000 sovereigns were 
delivered to Saudi Arabia as a "gift" on or about 
April 6, 1944. Since the British authorities are 
retaining the 1943 pilgrimage fees for the credit 
of the subsidy fund, it is doubtful that the gold 
should be considered in the light of a gift. 


Mr. Jordan, when questioned about the 1944 
pilgrimage revenues, said that they would not be 
available for expenses in 1944, and gave the impression 
that in 1944 some arrangement would be made similar 
to that established for 1913. 


Eyuipment and materials supplied to Saudi Arabia 
under Lend-Lease facilities are excluded from the 
figures above. After having set in order Saudi finances 
for 1943, the British Minister contemplates that 
British aid in 1944 will be limited to cereals, dates, 
Sugar, tea and textiles valued at SR 48,000,000 plus a 
small sterling credit of 10,000 pounds per month at 
the beginning. The full subsidy of 225,000 pounds per 
month has been paid for January and February only. 


According to the British estimate, this should 
be sufficient to finance the Saudi Government. Cash 
positions, both in domestic and foreign currencies, 
as envisaged by the British Minister, are given below: 


Domestic Currency Cash Position 


Income SR 
Sales of foodstuffs and textiles 20,000, 000* 
Sale of Foreign Exchange 26,000,000 
Income from customs, etc. 4,000, 000 
Deficit 6,000 ,000 


56,000,000 


* Note: This item was determined as follows: 


Foodstuffs supplied by British 
Government in lieu of subsidy 48,000,000 


Less free distribution 28,000,000 

Sales for cash 20,000 , 000 
Disbursements 

Salaries and Subsidies to Tribes 45,000,000 

Riyals sold to oil company, etc. 10,000,000 

Other 1,000,000 


56,000,000 
Foreign 
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Foreign Currency Cash Position 


Income SR 


Pilgrimage revenue 17, 750,000 
Arabian American Oil Co. 2,900,000 
Lend-Lease Riyals for conversion 

fund 10,000,000 


Deficit 2.310.000 
3? , 060, 000 


Disbursements 


Foreign Missions 665,000 
Sundry purchases 5,400,000 
Foreign exchange sold for riyals 26,000,000 


32,060,000 


The Department will note that the two "Cash 
Position” accounts take into consideration the 
10,000,000 Lend-Lease riyals which are intended for 
the conversicn of dollars into riyals for the benefit 
of the Legation, the Arabian American Oil Company, and 
the Saudi Arabian Mining Syndicate. This inclusion is 
erroneous to the extent that it shows the Saudi Govern- 
ment as being the recipient of 10,000,000 Lend-Lease 
riyals; when as a matter of fact, the revenue from this 
fund accruing to the Saudi Government will be $1,200,000 
less expenses. 


It is understood that these figures have not been 
approved by the Saudi Govemment, but that government 
will be obliged to accept them, with or without approval, 
if the British Government insists. 


It is worth while to note, however, that British 
aid to Saudi Arabia in 1943 consisted of 400,000 
sovereigns, 5,000,000 silver riyals, a sterling subsidy 
of & 2,700,000, and a riyal credit of 20,000,000. In 
1944 British aid would be reduced to foodstuffs and 
textiles valued at 48,000,000 riyals (the "gift" of 
inl sovereigns is offset by the 1943 pilgrimage 
fees). 


This is a drastic reduction, and one which cannot 
fail to arouse opposition on the part of the Saudi 
authorities. There is some indication that such 
opposition may take the form of an appeal to the United 
States Government to increase the extent of its aid to 
Saudi Arabia. Thus far, it is contemplated that the 
United States shall supply under credit Lend-Lease motor 
trucks, textiles and miscellaneous items to a value of 
something less than $2,000,000. The Saudi Government 
has also requested 20,000,000 Lend-Lease riyals, but no 
decision is known to have been reached on this request. 


The 
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The indefiniteness of the British paneer icberigtar 
to help Saudi Arabia seems to be a disadvantage. The 
Saudi authorities seem always uncertain what they 
can expect, and the extent of the aid contemplated 
is frequently increased or reduced. Furthermore, 
they are completely at the mercy of the British 
authorities, and they have little incentive and make 
little effort to help themselves. 


Under the present arrangement, the Saudi Govern- 
ment does not know what iff ean secure under credit 
Lend-Lease, and in the month of April it has not yet 
reached agreement with the British Government as to 
the extent of British aid during 1944. 


It is believed that greater cooperation in re- 
ducing needless expense could be obtained from the 
local government if a program were evolved intended 
to continue until the oil revenues of the Saudi 
Government overtake its expenditures. This might 
reasonably occur within less than five years. 


Respectfully yours, 


poet Tis Pee 


To the Department in original and hectograph. 
Copy to American Legation, Cairo, for Mikesell. 
851 
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SICISION OF 
WEAR EARTHHN AFFAIRS 
RCC-230 ral Jidda\se 
This telegram must be 
closely paraphrased be- Dated April ; 
fore being communicated 
to anyone. (SC) Rec'd 11:30 a.m,, 22nd. 


-” 


Secretary of State 


CO 


Washington : i 


118, April 21, 10 pom, 

While Jordan was in King!s gémp King repeated request 
for written statement of intefided British aid to Saudi 
Arabia and said if adequate assistance could not be had 
from British he would appeal to o11 company vr American 
Government, My 114, April 18, 5 Pem, 

Jordan was unable to give desired statement but 
promised to secure data in Cairo and to answer when he 


= 
and General Paget visit King at Riyadh about April 2, 


Gvol & 
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CROSS-REFERENCE FILE 
NOTE 


SUBJECT Desire of Saudi Arabia for financial assistance 
from United States. 


mjn 


For the original paper from which reference is taken 


5 ----- = 
See NBS 
Dated _.__Apre15,1944 2 ty | Aidi_Arabial Moose) 
| ee ee ae 
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April 29, 1944 
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To the 


Officer in Gharge of the American Mission, 
Caire. 


The Secretary of State encloses for the informa- 


/ tion of the American Direetor of EZeonomic Operations in 
A 
G48 the Middle East a copy of a Memorandum of Conversation 
dated April 14, 1944 between American and British 


representatives regarding Saudi Arabian financial matters. 


Enclosure: 


(Aer of a Memorandum of 
ee April 14, 
“pe 


MPR 28 19°14 7M 


NE: WLP: MW FMA 4/25/44 
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April 29, 1944 


Ho, YO A / 


To the 
Officer in Charge of the American Mission, 
London. 


The Secretary of State encloses for the informa- 
¢\ tion of the Officer in Charge of the American Mission 
g oh a copy of a Memorandum of Conversation dated April 14, 
1944 between American and British representatives re- 
garding Saudi Arabian financial matters. 


Enclosure: 


Copy of a Memorandum of 
=e April 14, 
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To the 
Officer in Charge of the American Mission, 
Jidda. 


' The Seoretary of State encloses for ths informa- 
¢| tion of the Officer in Charge of the American Mission 
aod a copy of a Memorandum of Conversation dated April 14, 
1944 between American and British representatives re- 

garding Saudi Arabian financial matters. 
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Enclosure: 


¥ CGepy of a Memorandum of 
Gonversation, April 14, 
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CROSS-REFERENCE FILE 


NOTE 


SUBJECT Informs of conversations with King Ibn Saud regarding 
finance, supply and transportation. 


For the original paper from which reference is taken 


See Tel. #135, 11 pm 


Dated AP? 29, 1944 From| saudi Arabia 


See Me |) (odsépn 


File No. _890f-24/164 _ 


U. S. GOVERNMENT PRINTING OFFICE 1—1540 


cf 
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ential File 
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SUBJECT Saudi supply and finence problem. 


Advises regarding protection of US interest in 
connection with -. 


For the original paper from which reference is taken 


See _----- LOhs $128, 7 pm Se ee ree i ee ees 
(Despatch, telegram, instruction, letter, etc.) 
Dated April 30,1944 | ‘Sanit Arabte 
9 Moose 


Vile is, cc ERG AI nieces 


ef U. 6, GOVERNMENT PRinTine OFFICK 1—1540 
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CROSS-REFERENCE FILE 
NOTE 


SUBJECT Discussions regarding supply and finance program for 
Saudi Arabia. 


FOR LANDIS relative to -. 


For the original paper from which reference is taken 


See Kitipheescniioaccrasiesii Tel, #139, 5 pw. iii lc Sa i 
(Despatch, telegram, instruction, letter, etc.) 
From 
Dated ...May1, 1944 ...5madi Arabia 
~ Bey Moose) 
File No. _._890f.24/166 
ef 
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To the 
Officer in Charge of the American Mission, 
Cairo. 


The Seoretary of State encloses for the informa- 
tion of the American Director of Economic Operations 
in the Middle East a copy of a memorandum for the 
 & President dated April 5, 1944 recommending the exten- 
gle ; sion of increased financial and economic assistance 

/ 


XN 


to Saudi Arabia. The President has indicated his full 
approval of the recommendations made therein. 


Enclosure: 


Gopy of a Memorandun 
- For The President, 
April 3, 1944. 
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CROSS-REFERENCE FILE 


NOTE 


SUBJECT Saudi Arabian economic questions. 


SECREF FOR STETTINIUS AND THE AMBASSADOR, Authorisa&eton 
for Landis and Moose to discuss -. 


For the original paper from which reference is taken 


File No. ..240,0011 Stettinins Mission/684..__ 


G. S. GOVERNMENT PRINTING OFFICE 1—~1540 
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CROSS-REFERENCE FILE 
NOTE 


SUBJECT seuai drabien Finahoes. 
Message for Treasury Department regarding -. 


For the original paper’ from which reference is taken 


See Teh. @}36¢ic6pm 
Wespatch, telegram, instruction, letter, etc.) 
Dated May.22,.1944 000000 gon Reypt,._dacobs 
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CROSS-REFERENCE FILE 


NOTE 


SUBJECT King Inn Saud objects to American Military Mission and insists 
that financial adviser be Moslen. 
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For the original paper from which reference is taken 
OW aceccnnd 2at..-$479, 2 orygpoce = 
From = 
Dated ...........Yune-23,--1944 — Saudt—Arebto i 
@. S. GOVERNMENT PRINTING OFFICE 1—1540 
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CROSS-REFERENCE FILE 


NOTE 


SUBJECT  oepartment approves sending of joint militery mission to Saudi 


Arabia and plans for dealing with Saudi Arabian financial and 
supply problems on joint and cooperative basis, 


For the original paper from which reference is taken 


See __Tel.#119,7pm 
(Despatch, 


eigen or RO saicaiciceimsi anata niles 


Dated. July 3.1944 Sau _Seudi Arabia 


File No. __890f.20 Missions/15 


©. S. GOVERNMENT PRINTING OFFICE 1—1540 
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CROSS-REFERENCE FILE 


NOTE 


SUBJECT Technical aspect of Saudi Arabian financial questions. 


Aide-memoire wuggesting that - might be discussed in 
near future by Officials of the Unitéd States and 
United Kingdom. 


vil /19°3068 
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For the original paper from which reference is taken 


. File No. .800024/1594b 0 
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DEPARTMENT OF STATE 





DIVISION OF NEAR EASTERN AFFAIRS 


/ July 13, 1943 
. | 


A-B —- Mr. Berle 
A-S —- Mr. Shaw 


There is attached a memorandum 
suggesting the appointment of a 
Capable young financial expert as 
an auxiliary Foreign Service offi- 
cer to be assigned to Jidda in 
order to concern himself with 
Saudi Arabian financial matters. 

It would be appreciated if you 
would express your opinion re- 
garding this suggestion. 
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if prerely made available to them, however, and it should be 
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DEPARTMENT OF STATE | 
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July 10, 1943 
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With Saudi Arabian matters looming large on the 
horizon,inevitably we are going to become involved more 
deeply in Saudi Arabian financial and fiscal matters, 
At present we are endeavoring here in the Department to 
reach decisions of policy without the benefit of expert 
financial advice from Saudi Arabia such as we received 
from Dr, Millepaugh with respect to Iranian financial 
matters, With all due respect to our capable officers at 
Jidda we cannot claim that they are financial experts, 
We have been obliged to rely to some extent on what the 
British say, If we are to plan intelligently we must 
have sound advice and accurate factual information from 
money-minded people on the spot upon whom we can rely. 


Not only do we need financial advice about these 
matters but the Saudi Arabian Government obviously needs 
it too, Familiar only with their primitive monetary 
system the Saudi Arabe have no knowledge of modern basic 
fiscal principles, 


¢vO0L-1/19°4068 


It 1s suggested that consideration be given to the 
appointment of a young financial expert as an Auxiliary 
Foreign Service Officer to be assigned to Jidda, While 
at Jidda he could devote his entire time to familiarizing 
himself with Saudi Arabian financial matters and could 
probably give us good advice, Furthermore, we could tell 
King Ibn Saud that we heve such a man there and that he 
would be available to Abdullah Suleiman and other Saudi 
Arabian officials if they wanted his opinion or advice, 
If he were the proper kind of man there is little doubt 

ut that they would find him very useful, He should be 
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perfectly clear that he would be in nowise thrust upon the 
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Such an Auxiliary Foreign Service Officer might 
eventually, after familiarizing himself with the country, 
be loaned to the Saudi Arabian Government, under Public 63, 
in the event that that act should be amended to cover ~- 
such cases, If the act should not be so amended it pro- 
bably would be possible fer him to transfer to the Sandi 
Arabian Government as a financial adviser in its employ. 
If such a man is commissioned in the Auxiliary Service 
these possibilities should be made perfectly clear to hin, 


What we need out there is a young man with sound 
financial training who would be interested in being of 
service, He should, of course, be carefully selected, 
have an agreeable personality and sufficient vigor and 
force of personality to command the respect of Saudi 
Arabian officials but als fficiently flexible to get 
along with them, . 


An expression of your opinion in regard to this 
suggestion would be appreciated, 
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ADVISER ON INTERNATIONAL ECONOMIC AFFAIRS 
DEPARTMENT OF STATE 


Memorandum of Conversation 


P me G. 


DATE: gueust 11, Toes, 


SUBJECT: SAUD#-ARABIAN FINANCES and GOLD SALES IN EGYPT 


_ Messre, White, Bernstein and Glendenning of Treasury 
PARTICIPANTS: wr. Garry Owen, California-Arabian Standard O11 Co. 
Messrs. Livesey and McGuire, Department of State 


COPIES TO: NE, FD, PA/M, A-B Mr. Berle 
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The meeting took place in Mr. White's office at the 
44 | rpasury. Mr. Owen had just returned from Saudi Arabia 
a t (after a three year assignment with CASOC, and the first 
° 
f 







(’ hour/was devoted to his presentation of a first-hand ac- 
coynt of conditions, and the answering of many questions 


was laid upon the shortage of silver and upon the details 

ie i source for the Saudi Arabian government. Much of the in- 
wA\ formation given by Mr. Owen is already on file with the 
Department of State, but he was able to provide some in- 


already available, 


Mr. White evinced particular interest in the amount of 
royalties payable by CASOC to the Saudi Arabian Government. 
Production is now running at the rate of 12,000 barrels per 


day, or about 4,400,000 barrels per year. The royalty 


amounts to approximately 234 perbarrel, so the Government's 


royalty revenue amounts to about $1,000,000 per annum, 
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to him by Messrs. White and Bernstein, Chief emphasis 


of the CASOC 011 concession and its importance as a revenue 
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Against this, the CASOC has already advanced $10,000,000 to 
King Ibn Saud since the start of tne war, and beginning this 
year, will apply 50% of royalties to repayment of tne debt. 
In addition, $250,000 worth of petroleum products are sold 
annually to the Saudi Arabian government and charged to the 
“advance account", Accordingly, on tne present basis, it 
would appear that the net annual reduction in the advance 
account will be only $250,000 per year, and that tne Saudi 
debt to CASOC would not be paid off for 40 years, despite 
the pledging of 50% of the government's royalty revenue to 
that purpose. 


This appeared to surprise Mr. White, and after Mr. Owen's 
departure, he confided that he had had no idea that such a 
large proportion of the royalty revenues was already pledged, 
He had been counting upon royalty revenues to provide funds 
for repayment of loans of silver which the Treasury has been 
considering making to the Saudi Arabian government, Of course, 
Mr, Owen had said that CASOC anticipated expanding output to 
200,000 barrels per day or 73,000,000 barrels per year in the 
fairly near future, under a program understood to have the 
backing of President Roosevelt, This would mean annual royalty 
revenues of $17,000,000 which could easily support repayment 
of both the CASOC advances and substantial additional loans 
by the United States Government. 


Mr. White remarked that the "risks" involved were greater 
than he had understood, and that it might be more difficult 
to arrange for the loan of silver via lend-lease channels. 
Silver can be loaned only upon the guarantee of the recipient 
to repay in kind, ounce for ounce, within five years from the 
date of receipt, 


Discussion then turned to a telegram from Mr. Moose, 
Minister Resident at Jidda (Jidda's 82, August 6, 11 p.m.) 
requesting a more definite statement of Treasury's intentions 
with respect to a loan of silver and tne purposes of the 
visit of Mr. Gunter, Treasury representative, now en route 
to Saudi Arabia, Mr. McGuire stated that he had received the 
impression at the meeting of July 24 with Mr. Bernstein, that 
Treasury had agreed to the loan of 7,500,000 ounces of silver 
worth approximately $3,000,000, subject only to the King's 
willingness to guarantee repayment in kind, and that the 
chief purpose of Mr. Gunter's visit was to obtain this guar- 
antee from the King, Mr. White said that the Treasury was 
merely giving sympathetic consideration to the loan, pending 


receipt 


wifes 


receipt of a formal request from the Saudi Government, and 
a report from Gunter as to the need for it after investiga- 
tion on the spot. It was apparent that considerable confu- 
sion had developed, and it was agreed that reconsideration 
of the plans outlined in the Department's 37, July 26, to - 
Jidda, was appropriate in view of recent telegrams from 

Mr. Moose (Jidda's 75, July 29 and 82, August 6) and the 
present position of the Treasury, 


Mr. Moose has expresséd doubts as to the advisability 
of a visit to the King unless Gunter can take with him a 
firm offer in return for the King's guarantee. Moose states 
that if Gunter is merely seeking information on the finan- 
Cial and monetary situation, such information must be ob- 
tained from the King's financial advisers, or from British 
or CASOC officials, none of whom will be in Saudi Arabia 
at the contemplated time for Gunter's visit. Shaikh 
Abdullah SUEIMAN, -linister of Finance, is in India, and 
will not return to Arabia for two months, Najib Salha, 
another financial adviser, is in Riyadh (residence of the 
King) at the moment, but is scheduled to go to Cairo on or 
before August 20, i.e. prior to the probable date of 
Gunter's arrival, LEBKICHER, CASOC exvert on Saudi Arabian 
finances, is now in Dahran, but will come to Jidda in Sep- 
tember, Rugman, a British adviser to the Saudi Government, 
is now in Khartoum, 


If Moose's opinions concerning lack of informed sources 
in Saudi Arabia are correct, it would appear that a revi- 
sion in Gunter's itinerary may be in order if his objective 
is the obtaining of information, Despite the suggestion, 
Mr, White seemed to believe that Gunter would be able to 
Pick up the required information in two or three days in 
Jidda; that he could then cable the information and a re- 
commendation to Washington; and that if the loan then seemed 
advisable, Treasury could rush through the arrangements arc 
authorize Gunter to present a firm offer to the King in 
return for the guarantee, Mr. Bernstein proposed to send, 
new detailed instructions to Gunter regarding the required 
inforgation, and suggested that, in the meantime, State 
inform Moose to delay arrangements for the visit to the King. 


Mr, Livesey and Mr. McGuire agreed tentatively to this 
procedure, subject to discussion with Mr. Murray and Mr. 
Alling. It is suggested that furtner consideration be 
given to Moose's observations on sources of information, 

It would appear also that Mr. White is not fully aware of 
certain factors which may make the loan advisable despite 
apparent current risks, After Mr. Owen had lef: the meeting, 


ve. White 
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Mr, White remarked that he could not see "what all the 
shooting was about", since CASOC apparently had a tight 
concession, and a profitable one, and would probably pro- 
vide whatever assistance the British failed to provide, 


NOTE: Mr. Glendenning, of Treasury, has jwt read to me 
over the telephone a proposed telegram containing instruc- 
tions for Gunter. The content 1s approximately as follows: 


"You are to obtain from the Saudi Arabian Government 

a formal request for a loan of silver. This request should 
specify the amount of silver requested, and the reasons why 
it is needed. ‘You are to make it clear that a guarantee 
must be given to return the silver ounce for ounce within 

iv ars fro ate o c t. You are also to make a 
personal report on your own observations as to the effects 
of the shortage cf silver upon the Saudi Arabian economy, 
and your opinion as to the need for the loan, You may wish 
to talk to NAJIB SALHA, financial adviser to the King, who 
will be in Cairo on or before August 20," 


It is suggested that this telegram still does not take 
full account of the difficulties outlined by Moose, The 
formal request would undoubtedly have to comefrom the King, 
yet the King may be unwilling to move in the absence of all 
his finahwcial advisers. Perhaps the King should be asked 
to keep NAJIB in Riyadh until Moose and ter can pay a 
visit there, 


GOLD SALES IN EGYPT 


With respect to the request of the Egyptian Government 
that the British and American Governments hold discussions 
in Cairo looking toward an agreement on the rates av. wnich 
gold will be sold in Egypt, Mr. White suggested that the 
Treasury would prefer tv abide by whatever terms the British 
arrange for the present initial three-months program, He 
did not think it necessary for American representatives to 
take part in the discussions, unless tne Egyptians insist, 
For the future, he thought the State Department should decide 
how much influgnce the American Government should exert upon 
the details of joint Anglo-American gold sales. 
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January 4, 1944, 
NE - Mr. Parker 


Comments on Mr. Gunter's Report on Saudi Arabia 


Mr. Gunter's report is based upon information ob- 
tained from Saudi officials and British representatives 
during a very brief visit to Saudi Arabia last October. 
Subsequent developments have substantially altered the 
picture, though unfortunately, our information has been 
scanty, and will probably remain so until we can arrange” , 
for a complete exchange of information with the British, ~" 
The need for full discussion with the British as to their 
plans for Saudi Arabia in the year 1944 cannot be over- 
emphasized, 


Mr. Gunter says "it is expected that the revenue that 
the (Saudi) government realizes from the (1943) pilgrimage 
will be available to meet expenditures during the early 
part of 1944", This is probably correct with respect to 
the "non-tariff expendi tures" of sovereigns brought in by 
the pilgrims themselves. But in the case of the so-called 
"tariff expenditures", the statement needs substantial 
qualifications in the light of more recent information, 


For these "tariff expenditures", the British Govern- 
ment was to act as collecting agent for the Saudi Govern- 
ment, Practically all the pilgrims come from the British 
"sterling area", In the case of an Arab resident of 
Palestine desiring to make the pilgrimage, he would have 
to pay the tariff before he left his home country, by 
turning over Palestine pounds to a British bank, receiving 
a receipt entitling him to enter Saudi Arabia and receive 
the services, such as local transportation to Mecca,to which 
payment of the tariff entitles him, The British Government 
in turn, would remit the riyal equivalent of the Palestine 
pounds (at official rates) to the Saudi Government, by 
shipping silver riyal coins or an equivalent amount of 
gold sovereigns, he Saudi Government could then pay the 
purveyors of the various services supplied to the pilgrims, 
as well as other government expenses (the tariff is a 
general revenue measure as well as a paygent for services 
rendered to the pilgrim). 


x 

Pas) 

X 

: 

i rs rr 2 sie ~ 
x 

£ 

~s 


m/SO #ry-t/19° 4068 


ia et a e. 
AS: 


OE es es 
MeQuive 


=6— 


In a telegram dated November 24, our Minister Resident 
at Jidda, reported that no tariff remissions from the 
British had arrived as yet. (Tariff collections by the 
British have been estimated as equivalent to 15,000,000 
riyals). We have heard of no British shipments of either 
gold or silver since. By a significant coincidence, the 
amount of riyals we were versuaded to suvvly via Lend-Lease 
was 15,000,000, At the present date of reckoning, it would 
appear that the British have accumulated the equivalent of 
15,000,000 riyals in sterling area local currencies, which 
they have probably converted into a sterling balance held 
in London, while we have contributed via Lend-Lease the 
revenue needed by the Saudi Government to cover services to 
pilgrims and other expenditures, The British have made it 
quite clear that they are not in a position to supply any 
more gold or silver to Saudi Arabia, and it is quite etear,. 
that they do not intend to remit the tariff collections in 
the form of sovereigns or riyals, 


Perhaps the British will permit the Saudi Government 
to use the sterling credit to pay for imports of goods, 
But the British have been making sterling credits available 
for that purpose as a direct subsidy in recert years, If 
the goods are now paid for out of Saudi's sterling credit, 
the net result will be that an American lend-lease silver 
subsidy will have replaced a British goods subsidy, instead 
of Saudi's external expenditures being financed by a sritish 
subsidy in sterling (see Gunter's p.2), they will oe financed 
by the pilgrim tariff collections, while we will contribute 
the equivalent of the pitgrim tariffs, 


There need be nothing sinister in this, provided it is 
clear to all concerned, In recent years up to 1945, the 
British have been providing something like 90 per cent of 
all Saudi's needs for goods, silver and gold via subsidy. 
The American 011 company has contributed only 10 per cent 
via loans and royalties to the Saudi Government, and is now 
seeking repayment of its loans (see Gunter's paragraph 4 
on p. 2.---"royalties will be credited against previous 
advances",) If we expect British cooperation on a 50-50 
basis, we must expect to take over part of the burden of 
economic support hitherto carried by the British. But a 
clear understanding of the precise nature of the division 
of the burden should be obtained, 


As 


<= 


As things shape up at the moment, it would appear 
that we have in effect, paid about 25 per cent of the 
total Saudi subsidy for 1943 (i.e. the 15,000,000 riyal 
coins supplied via Lend-Lease) and we are likely to pay 
85 per cent of the total subsidy in 1944, The latter 
figure is not so surprising when we realize that the 
goods normally supplied by the British as a subsidy will 
have been largely paid for by the sterling credit accumu- 
lated from the pilgrimage. For 1944, Gunter estimates 
that Saudi Arabia will need 19,000,000 riyals' worth of 
foodstuffs and textiles. The sterling credits from the 
1943 pilgrim tariffs will cover purchase of 15,000,000 
riyals' worth, leaving only 4,000,000 riyals' worth to be 
financed by a British sterling subsidy, The Saudi Govern- 
ment will also need 25,000,000 riyals in the form of 
silver coins. If we have to supply all of the latter, 
obviously, we will contribute 25 riyals for every 4 riyals' 
worth of foodstuffs supplied by British subsidy, or in 
other words, we will pay 86 per cent of the total subsidy, 


I do not think there has been general appreciation 
of this fact. The British have made vague statements to 
the effect that if we would supply the currency needs, they 
would supply the goods, implying that that would result in 
approximately equal contributions. It will not, by any 
means, if the British are able to get payment in advance 
for their goods by acting as collection agent for pilgrim 
tariffs, 


If the British have exhausted their silver and gold 
resources and cannot bring their contribution up to 50 @ 
by supplying part of the 25,000,000 currency requirements, 
we had better find that out immediately. Under those 
conditions, the establishment of a bank and a paper cur- 
rency system is of great importance to us. The paper cur- 
rency system affects the size of the gold and silver con- 
tributions, not the goods contribution, In a situation 
where we must supply all the gold and silver, and where 
gold and silver represents 86 per cent of the total economic 
support needed, we have every justification for moving 
independently of the British on the establishment of the 
bank, if they are unwilling to enter into discussions 
looking toward joint participation. The real Saudi Arab 
deficit is in terms of currency, not goods, and when the 
British can no longer supply currency, they are no longer 
an important economic factor, Nor do we need to worry 
about the source of Saudi Arabia's real goods import re- 
quirements for 1944, The pilgrime have already paid 
Britain for all but 4,000,000 riggls' worth, which we 
should be able to supply. 
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I cannot be certain of the accuracy of this diagnosis 
in the absence of mare recat information than that sup- 
plied by Mr. Gunter. The British have drawn a veil of se- 
ecrecy around Jidda and London, and have refused to discuss . 
Saudi Arabian matters with U.S. Treasury officials, They 
have not yet answered the State Department's aide memoire 
requesting a discussion, If, as I suspect, we really hold 
all the trump cards, it would seem that the time has come 
to play them, 
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SAUDI ARABIAN BUDGET - 1944 (Est. ) 
(4n Saudi Riyals; 1 Riyal - U.S. $.30) 


Expenditures 


External (Imports of foodstuffs and textiles) 19,000,000 
Internal (Cash gratuities,sale of goods at a 
loss and administrative expense) 45,000,000 


Total expenditures 


Credits and Revenues 


External credits (1943 pilgrim tariff col- 
lections held by British in 
sterling) 15,000,000 
Internal revenues (1944 pilgrim taxes and 
expenditures,receipts from sale of 
imported goods, other minor sources) 20,000,000 


_64,000,000_ 





Total credits and revenues 35,000,000 


External Subsidies 
British sterling credit for imports 4,000,000 


U.S. Lend-Lease silver riyal coins 25,000,000 


Total external subsidies 29,000,000 


64,000,000 


Note: It appears that the Californian Arabian Standard Oil Co, 
intents to offset royalties due on 1944 oil production against 
loans made by the company to the Saudi Government in previous 
years, and hence will make no net contribution to 1944 Saudi 
revenue, 
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Office Memorandum « unrmep states GOVERNMENT 


STANDARD FORM NO. 64 


pate: April 1, 1944 


TO : 8 = Mr. Secretary: 


rroom : NEA ~ Mr, Alling. 


In the event that the President approves 
of the recommendations made in the attached 
memorandum regarding increased financial and 
economic aid to Saudi Arabia, it is suggested 
that you may wish to inquire of the President 
Whether we should not elevate the status of 
the diplomatic representative at Jidda, who 
4s now only a Minister Resident, 
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Paul H. Alling. 
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DEPARTMENT OF STATE 


RXWSTOSOORODEARORAS TESNOAK KARE 
OFFICE OF NEAR EASTERN AND AFRICAN AFFAIRS 


April 1, 1944 
MEMORANDUM FOR POLICY COMMITTEE 





Subject: The Extent To Which This Government 
Should Subsidize the Government of 
Saudi Arabia. 


The Problem 


It 16 suggested that consideration be given to the 
problem of the extent to which this Government should 
subsidize the Government of Saudi Arabia as a means of 
protecting the valuable o11 concession held in Saudi 
Arabia by American interests. 


Discussion 


The Government of Saudi Arabia has insufficient 
sources of revenue to meet its expenditures, That 
Government, therefore, is dependent upon outside financial 
aid to make up its deficits. Since the fall of 1940 the 
British Government has been providing substantial sub- 
sidies to the Government of Saudi Arabia by providing 
funds and goods free of charge. Recently this Government 
extended Lend Lease aid to Saudi Arabia by providing 
moderate quantities of goods and fifteen million riyals 
(approximately five million dollars) worth of silver coins. 
The Saudi Arabian Government has undertaken to return in 
kiné the amount of silver involved five years after the 
termination of the present emergency, when the situation 
“ay be revtewed in the light of world silver conditions, 


It has now been ascertained that the British Govern- 
ment proposes to subsidize the Saudi Arabian Government 
to the extent of thirty-five million riyals during 1944, 
With this British subsidy it is estimated that Saudi 
Arabia will require only about six million riyals worth 
of American Lend Lease goods. Treasury representatives 
have reported that there are now sufficient coins in 
circulation in Saudi Arabia and that it will not be 
necessary to furnish more Lend Lease silver in the im- 
mediate future, 


The 


H/SO 


kkr-f fee-bas 


yy i-v/1Ic°s06S 


— oo 


The proposed British subsidy is nearly six times 
greater than the estimated value of American Lend Lease 
aid to be extended during the current year. The extent 
of this British aid, therefore, will place the Saudi : 
Arabian Government under considerably greater obligation 
to the British Government than to this Government. As 
a result the British will be placed in a more favorable 
position than we by virtue of a greater display of 
generosity. 


If Saudi Arabia is permitted to lean too heavily 
upon the British Government for financial and economic 
assistance, there is always the danger that the British 
will request a guid pro quo. As is well known, the only 
consequential economic resource of Saudi Arabia is its 
extensive and rich 011 fields. The concession rights to 
develop these oil resources are held by the Arabian American 
011 Company, owned jointly by the Standard 011 Company of 
California and by the Texas Company. The military authorities 
of this Government are understood to regard the Saudi 
Arabian o11 deposits as essential to the interests of the 
United States. Furthermore, in view of diminishing oil 
reserves in this country, it may be necessary to draw either 
directly or indirectly upon Saudi Arabian oil for normal 
peace-time needs. It would contribute, of course, to the 
safeguarding of American interests in this concession if 
the Government of Saudi Arabia were indebted to this Govern- 
ment rather than to the government of another country. 


Proposal 


It 18 believed that the Department should now consider 
the advisability of subsidizing Saudi Arabia jointly with 
the British on a 50/50 basis as was done recently in pro- 
viding arms and military equipment to Saudi Arabia for the 
maintenance of law and order there. Before such a proposal 
is discussed with the appropriate authorities of the British 
Government, it is believed that this proposal should be 
presented for clearance in principle at least by the Presi- 
dent and by the Chairman of the Senate and House Foreign 
Relations Committees. If the President approves of this 
proposal, it is suggested that Mr. Long might discuss the 
gd de personally with Senator Connally and Mr. Bloom. 

e subsidy initially might take the form of providing 
goods under credit Lend Lease. Later Congress might be 
asked to make definite appropriations for subsidizing Saudi 
Arabia, to whatever extent is necessary, as a means of safe— 
guarding the American national interests in Saudi Arabian oil. 
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Paul H. Alling 
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For the original paper from which reference is taken 


U. 6. GOVERNMENT PRINTING GFFICE 1—1540 


“ 


rrol-¥/ 19° d0pe 


cone Wes 


Office er * UNITED STATES GOVERNMENT 







TO : DATE: 
FROM = NEA 4 Mrs pAtings ait J A 
SUBJECT: "Ag : 

: sii APR17 1944 





FASTERN AFF: 
[NEAR EASTERN AFFAIRS _| — 
With reference to my memora of April ll, 1944 
suggesting that you may wish to discuss with Lord Halifax 
the extension of financial and economic assistance to 
Saudi Arabia on an over-all equal basia wth the British, 
there is attached a copy of a Censorship intercept of 
a cable from the representative in Jaudi Arabia of the 
Arabian American O11 Company to the home office of that 
Company. 


Indicating grave concern over recent developments 
in Saudi Arebia, the Company's representative expresses 
the opinion that the actions of the British Minister to 
Saudi Arabia display an intention to perpetuate British 
influence in Saudi Arabian affairs and to thwart e1forts 
to increase American prestige in that country. In this 
connection he refers to the removal of the Saudi aArabien 
Director of Mines and Public Works at the instance of 
the British Minister and of his efforts to secure the 
dismis sal of the Finance Minister apparently because of 
the friendly attitude of bothdfficials toward the United 
States. The Company's representative states further that 
he has made disparaging remarks about Americans to King Ibn 
Saud and that the British Minister is planning to bring 
into Saudi Arabia agricultural and other advisers. He 
states that Saudi Arabia is in danger of becoming more com-— 
pletely dependent upon a British subsidy by the action of 
the British Government in withholding funds received from 
pilgrims in sterling areas who paid Saudi Arabian Government 
charges levied against pilgrime before leaving their native 
lands to make the pilgrimage. 
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The Company's representative states that the British 
Minister's headstrong actions have caused distrust and lack 
of confidence among all elements in Saudi Arabis. He adds 
that Saudi Arabian Government officials feel too helpless 
economically to argue with the British Minister and appear 
~~ =~... to be turning to Americans to save then. 
‘ lia | 
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j There is also attached a copy of telegram no. C9, 
ee April 10, 5 p.m. from Jidda describing occasions upon which 
the British Minister has displayed an uncooperative attitud 
‘toward our Minis ter Resident there, 
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DEPARTMENT OF STATE 


Memorandum of Conversation 
DATE: April 14, 1944 


SUBJECT: SECOND MEETING OF AMERICAN AND BRITISH REPRESENTATIVES 
REGARDING SAUDI ARABIAN FINANCIAL MATTERS 


PARTICIPANTS: 


Messrs. Harmer and Crowe, British Treasury Representatives 


Messrs, White, Bernstein, Friedman and Glendinning, United 


States Treasury 
Messrs. Parker and MoGuire, Department of State 


COPIES TO: 


This was the second of a series of meetings to be held 
pursuant to an understanding reached through an exchange of 
aide-memoire between the governments of the United States 
and the United Kingdom, providing for consultation between 
experts of the two nations on the financial probleme of 
Saudi Arabia, It was called at the request of the British 
repre sentatives. 


Mr, Harmer acted as spokesman for the British representa- 
tives. He said that the British Treasury had given careful 
study to the United States Treasury's draft plan for a 
Central Bank in Saudi Arabia, and that he had been instructed 
to present their comments, 


In general, the British comments were a reiteration of 
the views expressed by the British representatives at the 
first meeting on February 17, 1944. « Harmer eaid the 
British are convinced that if a paper currency system is to 
be introduced into Saudi Arabia, it is impr icable to have 
— ' the note-issuing authority rest in a body controlled by 

Saudi Arabe, who would in turn be controlled by King Ibn Saud, 
| Neither the King nor his Arab financial advisers can be 
“ ‘ expected to have sufficient knowle of sound modern monetary 
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and fiscal practices to be entrusted with management of a note— 
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ieseui authority. The British believe that their Currenoy 
Board vice, by which primary control is vested in a board 
of British experts located in London, is the only reasonable 
approach to the problem of introduction of paper currency in 
countries like Saudi Arabia, The British would be willing 
to consider locating the board in Cairo, but maintain that 
the seat of authority should be located outside of Saudi 
Arabia. They believe that this reduces the chances of serious 
friction between the euthorities and the King, They also 
stress the difficulty of getting competent foreign personnel 
to reside in Saudi Arabia for any extended period of time, 


Mr, White referred to his comments on the British 
Currency Board system at the previous meeting, He pointed 
out that while transfer of economic sovereignty to London 
might perhaps be justified in those areas where the British 
held a mandate, he did not see why Saudi Arabia should per- 
mit it. He emphasized that, in Treasury's opinion, sufficient 
safeguards can be provided through giving operating authority 
to a foreign manager of the Bank, even though Saudi Arabs 
have a majority on the Board of Hireotors. Admittedly the 
problem is difficult, but he felt the approach should be to 
persuade the King that it was in hia own interest not to 
interfere with operations of the Bank, rather than to require 
him to transfer authority officially to outside authorities, 


Mr, Harmer said he felt that some compromise could 
probably be worked out es to location, membership, and 
operations of the note-issuing authority. However, he felt 
that, regardless of the name, the Bank's functions would be 
much the same as those of a Currency Board, 1,e., limited to 
control of the note issue, He said the British felt it 
would be impracticable to have the Bank attempt to do a com 
meroial banking business, as suggested in the United States 
Treasury's draft plan, He felt that the Moslem religious 
prohibition of interest would prevent a profitable loan 
business, There was some discussion as to whether the 
interest prohibition could be evaded by using discount 
techniques or calling the interest a "commission". It was 
the British opinion that none of these devices would be 
acceptable to the Arabs, Mr. White acknowledged that the 
Bank might not be able to do a commercial banking business 
in the ordinary sense, but he felt there were certain 
eervices which the Bank could perform for the oil company 
and the mining company. 


Mr, Bernstein 
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Mr, Bernstein suggested one type of business in which 
a bank could engage in Saudi Arabia, despite prohibition of 
domestic lending. It could accept riyal deposits, maintain 
only working balances in Saudi Arabia, transfer the excess 
deposits to London or New York and invest them there, How- 
ever, it would have to have sontrol of the exchange rate for 
riyale against sterling or dollars, so that it could be sure 
of being able to cover its short riyal position if necessary 
to cover withdrawale of riyal deposits, 


The discussion then turned to the auestion as to whether 
the exchange value of the riyal should be tied to sterling, 
and whether the reserves of the bank (or the board) should 
be held in sterling, or in both sterling and dollars, 

Mr, Harmer said the British felt that, since most of Saudi 
Arabia's trade would be with sterling bloc countries, particu- 
larly India, the riyal should be tied to sterling, and the 
currency reserves should be held in sterling, though he 
realized that some provision should be made for fairly free 
convertibility into dollars. The United States Treasury 
representatives conceded that it might be in Saudi Arabia's 
interest to have the riyal follow sterling rather than the 
dollar in the event of a change in the dollar-sterling rate, 
but that that issue need not be faced now, However, they 

made it olear that Saudi Arabia must be in a position to claim 
dollars upon demand, and that they believed this could best 

be assured by requiring the bank (or board) to hold some 
dollare at all times, since convertibility of sterling into 
dollars has become somewhat uncertain of late. 


While the official British views which Mr, Harmer had 
been instructed to present were pretty much in line with 
expectations, the friendly exchange of views between the 
technical experts at the meeting indicated some hope for a 
compromise between the British desire to incorporate Saudi 
Arabia into the sterling bloc and the United States Treasury's 
desire to give greater discretion to the Arabs and to insure 
free accese of Saudi Arabia to dollars for purposes of trade 
with the United States, The British views on the dangers of 
Sete | the Saudi Arabs too much freedom in the use of the 
printing press, and the impracticability of conducting a 
normal commercial banking business under present conditions, 
were recognized to carry considerable weight. On the other 
hand, the United States Treasury representatives’ objectives 
were appreciated by the British, who indicated willingness 


to 
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to consider ways and means for realizing them within 
the limite they believe to exist because of conditions 
peculiar to the Middle East and to Saudi Arabia in 
particular. 


It was agreed that the United States Treasury would 


reconsider its plan in the om of the discussions, 
and communicate with the British again in the near future, 
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Telerram No. 4373 
of Mav 17, 1944. 


From the Foreifen Office, London. 


The proposal for an apyoroximate 50-50 basis has now 
reached us from Washinvton but was nol montioned in discussion 
with Stettinius l:ission thouv-h we did arree that larrer 
financial and supoly problems of Sandi Arabia ouvht to be 
dealt with as far as possible on a joint vasis in con= ’ 
sultation between H.I!. “‘overnment and the U.S. “overnment. 
the sugrestion wiich we made to Wallace +--urray was tint a 
supoly pro’vammne for saudi Arabia should be a;:reed witn the 
Americans throurh I30SC, anc? tieat tals prorvanre should be 
divided between the sterlin= area and U.S. sources according 
to supply and siippin~ considerations. We sn ested tuat the 
sterliny: area portion of procramnne should be supolied free of 
charge and should represent (with, advition or finds e.-. for 
Saudi Missions) U.K. subsidy, and tuat U.S. portion of the 
prorrammne snould be sun .lied on credit lend loase, 


Re Ii the value of a suonl: prorcra.ume so diawn up were 

deoned to represent too larrce a subsidy it would ot course ve 

for considex tion wietner Saudi “overnment should be asked to 

pay for some part eitiuor oo: sterlin aroa or ow tie U.bs 

portion of tue propiacuee. fowever fron iu recent coxnmunication 
and Pinsent's discussions witm you and JUSC 1* Uuiro, it aonears 
that tne value of tne supdly prorra 16 you im.ve referred to us, 
would not be unreasonadly Aish as a subsidy vor 1044, and 

subject to your views we snould uot wish to raise tne aquestion 

of payment for any part of cnese suo»rlies br Saudi Aravia. 


Se It surtner ancrears tnatv tne sreater oart of vwroposed 
supoly pro’ rare should on surly and shippin: rrounds be 
furnished from sterliny area. An ar oroximate 50-50 split 
therefore would have tne result tiuat the U.S. would nay 
dollars to the U.K. for a part oi sterlin’ area portion of 
the »rovrarnme so as to equalize tne burden. while we snould 
have no objection to such an arrangement we feei some doubt 
whether it can really reoresent Ancrican intentions. Or is 
it possitole to eanalize tie value of supoliec from sterling 
area and U.S. sources resvectively without too much disresard 
of snippin;: and supoly considerations? 


4, We made it clear to Wa.lace liwrar tis we had alwavs 
rerarded out subsidies whet.ier in casi or in kind, as 
irrecoveranle. 
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; ae May 22, 1944 


fo: Mr. John P. Dawson 


From: James W. Angell “% . 
Subject: Middle East Financial Data 


The attached memorandum summarizes the financial material on the 
Middle East that is available in Washington. It is beléeved 
that it will be of interest to Max Wasserman of your staff. 
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Fro: William T. Stone, Director |,/ TS. 
Special Areas Branch 


Jack Dawson has asked me to pass along the enclosed 
memorandum on Satdi Arabian Budget. 


Enclosure 
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maid 


MEMORANDUM 
SAUDI ARABLAN BUDGET 


Because of transportation shortage ami problems arising from the disloca- 
tion of the Middle East price structure, there has been a decline in the 
revemes arising from the annual pilgrimage to Mecca, Saudi-Arabia thus 
has experienced a serious budgetary deficit. This deficit has been met 
through direct subventions from the British crown and indirect credits 
furnished by the UKCC and American-Arabian 011 Co. At present, King Ibn 
Seud is entirely devendient upon the British for his financial existence. 


For 1944 the credit Lend-Lease bv Saudi Arabia includes: 
Tires and Tubes ages 835 + 


Textiles 2,000, 000 
Motor Vehicles 750,000 
Automotive Parts 20, 000 i ani gr 23 to. 
) * 2) vere, ™ 
Total $3,045,000 or Rls, (5,587,146) 
Lend-Lease Silver 7,000,000 


Grand Total (12,587,146 ) 
Io, 1257, 46% 


If our credit Lend-Lease goods for 1944 are sold by the King to tne people, 
the following table presents the budgetary deficit for 1944: 


1944 Budgetary Deficit Rls, 18,500,900 
Lend-Lease Silver 7,000,000 
Deficit after Lend-Lease Silver 11, 500, 000 
4 '}35,400 

1944 Credit Lend-Lease 5, 500, 000) 
Deficit after Credit Lend-Lease 
and Silver Rls, /6, 500,000’ 

2365 44+ 


If, however, a large proportion of our credit Lend-Lease goods are dis- 
tributed gratuitously by Ibn Saud, the net deficit will, of course, be 
increased by that amount, If it is desired to furnish Lend-Lease services 
which will prove of maximum long range utility to Saudi-Arabia, development 
projects, such as the irrigation of oases, are to be recommended, Such 
projects will contribute to the ultimate economic independence of the country. 


In 1943, the government spent about 45 3/4 million riyals for food, tires, 
tubes, textiles, and miscellaneous items, which was 40 per cent of the total 
government expenditures, Of this the UKCC supplied 264 million and private 
British firms about 17 3/4 million, 


According to the 1943 budget, the Saudi Arabian government's total revenue 

for that year was 76% million riyals, Approximately 66 3/4 million were 
provided by the British in tne form of a regular monthly subsidy and riyal 

and gold sovereign specie. In addition to this direct aid the Arabian 
Government owed at tne end of tne year, an unpaid balance of 20 million’ riyals 
for purchases from the UKCC. In effect, therefore, tne British sup 2lied 
almost 844 million of over 106, 600,000 riyals spent by the Saudi Arabian 
Govermment in 1943, 


The budget proposed by the British minister for 1944 leaves a deficit of 
about 18% million riyals, which the Saudi Aravian Government cannot possi- 
bly meet without outside help. 


Tois deficit is due to a snarp decrease in 1944 of aid from tne British 
wno will provide no otner aid than the regular subsidy. The British nave 
credited the 1943 pilgrimage revenues of 17,750,000 riyals to its subsidy 
fund instead of paying it to the Sgudi Arabian Government in tne customary 
silver. 


Altnough the British nave cut their aid to tne Saudi Arabian Government, 
the budget vroposed by the British calls for an increase of the zovern- 
ment's purchases from the UKCC from about 263 million in 1942 to 35 mil- 
lion riyals in 1944, an increase which almost equals the deficit for tnis 
year, - if the Lend-Lease 7,000,000 riyals of silver ere included. Un- 
doubtedly in 1944 Saudi Arabia will asain be unavle to pay in full for its 
purchases from the UKCC and thus increase its indebtedness, 


Only a portion of the foodstuffs purcnased by the S,udi Arabian Government 
is sold and yields the government revenue, 


In 1943 the government bought from tne UKCC and private Britiso firms 
about 31 million riyals wortn of food, Tne 1943 budget indicates tnat 
the government received a revenue of about 7 3/4 million riyals from 

tne sale of foodstuffs, Tne 1944 budget calls for tne purchase of over 
414 million riyals of foodstuffs and a revenue from food sales of 20 
million riyals, These discrepancies are explained by tne fact that the 
balance of tne food is distributed gratuitously by the King to nis people. 
It is by the free distribution of food and clothing tnat Ibn Saud nas 
brought peace and security in tne peninsula, 


If Lend-Lease is to be used to take up some of the 1944 deficit and to inm- 
prove the Government's financial position, it is important tnat a large 
portion of our Lend-Lease suvvlies de goods, mainly food, textiles, and 
consumer goods wnich the government would otnerwise nave to buy from the 
UKCC and other British firms. 


DEPARTMENT OF STATE 


Memorandum of Conversation 


DATE: June 9, 1944 


SUBJECT: Thiscd Meeting ef American and British ag yt gale 
Regarding Saudi _Arabian Financial Matters 


PARTICIPANTS: Megers. Harmer, Lee and Crowe, British Treasury Representatives 
Messrs. Bernstein and Mikesell, ani Miss Riehardson, United 
States Treasury 
Messrs. Parker and MeGuire, Department of State 


| op 
COPIES TO: | - 











This was the third of a series of meetings being held pursuant tH} 
an understanding reached ike an exehange of aide-mémoire betwdéen — 
t 


probleme of Saudi Arabia. 


© 

Mr, Parker opened the meeting by commenting that the principle of> 
Anglo-American ceoperation in relatiens with the Government of Saudi 
Arabia had been established during resent talks in London between 
Sir Maurice Peterson, Permanent Undersecretary of the British Foreign . 
Office, and Mr, Wallace Murray, Directer of the State Department's 
Office of Near Eastern and African Affairs. As an initial step in the 
implementation of this joint approach, it had been agreed that British 
and American representatives in Cairo would work out a joint supply 
pregram for Saudi Arabia. 


Sir Maurice had informed Mr, Murray that King Ibn Saud had re- 
quested a British military mission, headed by a British officer, and 
had asked whether the United States Gevernment would approve of such 
a mission, Sir Maurice also stated that the King had requested a 


British finaneial adviser. << 
AN 
After Mr, Murray's return to this country, the British were in- “\( 

: a that this Gevernment reeognized that the British had the primary 
milftary interest and responsibility in Saudi Arabia, and that British % 
, leadership of a military mission seemed appropriate. However, it was ai 
a . ; a pointed | . 
sa Finane 1! awd Monetary th* a ee SN) 
Me Gave * 
oe “< 
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pointed out that the United States had the primary economic interest 
in Saudi Arabia, and it was felt that thie Government's approval of a 
British military mission should appropriately be conditioned upon 
Britieh ement that any economie mission or financial adviser sent 
to Saudi abia should be headed by an American, Mr. Parker eaid that 
the Department was anticipating a reply from the British Government at 
an early date which would confirm the principle of joint participation 
by the two Governments in the provision of military and economics 
aseistance and technical advice to the Government of Saudi Arabia. 


Mr, Harmer said that the British Treasury, in giving further con- 
eideration to the matter of establishment of a new currency system for 


Saudi Arabia, had attempted to formulate a proposal which would adequately 


protect American interests and which, at the same time, would prove 
practical in operation under the peculiar circumstances existing. Fe 


then presented the British views, with accompanying explanations, as 
follows: 


1. Due to the religious prohibitions against payment or receipt 
of interest, the British do not consider practicable the U.S. 
Treasury's proposal that the Central Bank conduct a commercial 
banking business, Furthermore, even if the religious bias could be 
circumvented or overcome, it would be unwise to authorize a bank 
with Saudi Arabian representation on its board of directors to 
make loans either to private individuals or to the Government, The 


King and his subjects are too inexperienced in the use of bank credit 


and paper money to have an adequate appreciation of the dangers 
growing out of abuse of these instruments, The King exeroises 
such complete political control over all his subjects that Saudi 
Arabs on the board of directors would be unable to resist requests 


for unsound advances to the King himself or his relatives and friends. 


The fiscal affairs of the Saudi Government are in need of drastic 
reform before it can be permitted to avail itself of the resources 
of a Central Bank, 


The British therefore conceive the immediate problem to be 
the provision of an authority whose sole function would be control 
of note issue, although they concede that it might also buy and 
sell foreign exchange, with profits therefrom going towards payment 
of the expenses of the authority, (It would not provide import 
or export greditg, however), To prevent any temptation to abuse 


of the printing press, the board would be required to hold a 100 per- 


cent reserve of gold or foreign exchange against all notes issued, 


2. While the development of Saudi Arabia's o11 resources may 


effect great changes in her economy over a period of years, the fact 


is that, at present, Saudi Arabia's chief current economic asset 
is the annual or ge to Mecca, During the war, with the Indian 
pilgrimage cut off, foreign exchange revenues arising from the 


pilgrimage 
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pilgrimage have averaged some 40,000,000 riyals annually and as 
goon as it becomes possible for indians to make the eet Papen 
these revenues will amount to some 60,000,000 riyals. t present, 
annual foreign exchange revenues from oil total only 14,000,000 
riyals (10,000,000 for 011 company wages and 4,000,000 for 
royalties). Furthermore, Saudi Arabia's imports have normally 
come from India and other neighboring sterling area countries, 


From these considerations, the British draw two conclusions: 


(a) Since, in the absence of any substantial resources of gold 
or silver, most of the 100 percent backing for Saudi note issue 
will have to consist of foreign exchange, and since 75 percent of 
Saudi Arabia's foreign exchange revenues will be sterling ourrenoies, 
(which will probably not be freely convertible into non-sterling 
currencies for some years to sere, it would appear that 75 percent 
of the Saudi note reserves must perforce be sterling exchange, 


(b) Since most of Saudi Arabia's trade is with surrounding 
eaterling area countries, it will be in the best intereste of the 
country if the value of its currency is kept stable in terme of 
sterling currencies. T.e., the riyal note should be “tied" to 
the pound sterling. If this principle ia accepted, practical con- 
siderations suggest that the Saudi note reserves should be held 
entirely in sterling. While theoretically the board could maintain 
75 peroent of ite reserves in sterling and 25 percent in dollars, 
if there should be a depreciation of dollars vis-a-vis sterling, 
the board could not maintain 100 percent backing of the riyal with- 
out depreciating the riyal. Depreciation of the riyal would in- 
crease the cost of the imports from sterling countries upon which 
Saudi Arabs depend so heavily for existence. 


Mr, Harmer advanced another argument in support of the British 
position, If the paper riyal is to enjoy public confidence, it 
must be made freely convertible into something of material value. 

It cannot be made freely convertible into dollars at the riyal 
note-holder's option, because most of the reserves will be sterling, 
free convertibility of which into dollars will be, in the last 
analysis, dependent upon the supply of dollars made available by 
United States purchases of goods and services from the world at 
large, or U.S. dollar loans, The riyal note-holder would not be 
satisfied if his note were made convertible into dollars or sterling 
at the board's option, because the value of the two currencies may 
not remain constant in terms of one another, Therefore, only scon- 
vertibility into sterling should be guarantesd, and to insure the 
board's ability to carry out that guarantee in the event of a 
depreciation of the dollar, the reserves must be held in eterling. 


Therefore, 


he 


Therefore, as with other British Currency Boards, the British 
propose that all Saudi foreign exchange receipts,inoluding dollenvs, 
be oonverted into sterling for holding as reserves against Saudi note 
issue, However, whereas in other "sterling bloo" countries, dollar 
receipts go into the Empire dollar pool, and dollars can be obtained 
for trade purposes only by application to the Bank of England, which 
grants requests at ite discretion in the light of the over-all dollar 
needs of the Empire, a distinct exception would be made in the case of 
Saudi Arabia, Any sterling proceeds resulting from conversion of 
dollars would be earmarked by the Bank of England for reconversion into 
dollars at the dollar-aterling rate in effect on the date of recon- 
version, Thus, Saudi Arabia would be guaranteed the use of all dollars 
she earned, so long as the dollar-sterling rate remained unchanged, If 
the dollar depreciated vis-a-vis the pound, Saudi Arabia could claim 
more dollars than she had earned, and if the pound depreciated vis-a-vis 
the dollar, she could claim less dollars than she had earned. But, 
since the riyal-pound rate would never change, there would always be 
a 100 percent sterling reserve behind outstanding riyal notes, 


Mr, Bernstein commented at this point that, so long as there was 
no change in the dollar-sterling rate, there was no real difference 
between the British proposal a the American proposal for holding both 
dollar and sterling reserves, since dollars would be available to the 
extent earned and only to the extent earned, in either case. He said he 
had felt it was unnecessary to anticipate a change in the dollar-sterling 
rate; the board could deal with that if and when it happened, Of courege, 
if it were granted that the board would always find it in Saudi Arabia's 
interest to keep the riyal-pound rate constant whatever happened to the 
pound-dollar rate, and if it were also granted that Saudi Arabia must 
have a 100 percent reserve ourrency, then the board would be embarrassed 
if it were holding both dollars and sterling, and the dollars depreciated. 
In such a situation, the only way in which the board could live up to 
the 100 percent reserve requirement would be to change the riyal-pound 
rate to the extent necessary to compensate for the loss in value of the 
dollar portion of the reserves. On the other hand, if it should be 
the pound that depreciated, the board would find itself with more than 
a 100 percent reserve, and would, of course, have no difficulty if it 
merely wished to hold the riyal-pound rate unchanged, 


Mr, Bernstein said that since the difficulties contemlated by the 
British would arise only in the case of a depreciation of the dollar 
vis-a-vis the pound, which the American representatives might be pardoned 
for considering rather unlikely, the British would understand why he did 
not consider their objections to the American dual reserve plan entirely 
convinoing. However, if the British were willing to guarantee savail- 
ability of dollars to the extent earned, legitimate American trade in- 
terests would be fairly well protected, and he was willing to grant that 
the British plan would also protect Saudi Arabia's economic interests 
quite satisfactorily, On the whole, he felt that the U.S, Treasury 
could accept a plan along the lines proposed by the British, 


The 
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The State Department representetives said they would want to ocon- 
sider the British proposal further, and consult other officers of the 
Department and commercial interests involved, The British commented 
that they believed the o11 company's operations would not be adversely 
affected by their proposal, It was acknowledged by both State and 
Treasury representatives that, in so far as the o11 company found it 
necessary to market its product in sterling area countries, it would be 
subjeot to general sterling area controls over the disposition of the 
sterling currency proceeds of its sales, This was a problem largely 
distinct from the Saudi Arabian currency question. The British plan 
would provide for unlimited convertibility of either sterling ourrencies 
or dollars into riyale for purposes of payment of royalties or wages 
within Saudi Arabia, It could not, of course, provide for unlimited 
conversion of sterling currencies into dollars through the medium of 
riyals. To the extent that the o11 company selle in the sterling area, 
it must, like all other Amerioan companies doing business in that area, 
expect to be subject to sterling area controls as regards conversion of 
sterling ourrencies into dollars for payment of dividends or United 
States income taxes. Free convertibility of sterling into dollare will, 
in the long run, depend upon the development of multilateral trade, and 
particularly upon whether or not the United States buys as much from the 
rest of the world as she tries to sell to the rest of the world, 


On the matter of representation on the board, and the seat of con- 
trol, the British are willing to have the nominal seat of the board in 
Jidda, but feel that it should normally meet in Cairo, or some other 
point where competent personnel will be available, Saudi Arabia should 
be represented on the board, but should not have majority representation, 
since the King must not be in a position to force the board into unsound 
actions. Probably one American, one British, and one Saudi Arabian 
representative would be best. If the Board has a representative or 
manager in Jidda, he should not also be the King's financial aiviser, 
What the King needs is a fisoal adviser to teach him how to live within 
hie means, should have no access to credits or printing press money 
through the currency Board, 


On these points, the American representatives expressed general 
agreement, 


The balance of the meeting was taken up with the long technical 
discussion over the status of the present Saudi silver riyal coiW/ in 
the new currency system. It is generally recognized that the Arab 
Moslems will not accept a sudden gubstitution of paper currency for the 
hard money which they have used for centuries, In fact, their religion, 
as interpreted at present, prohibits use of psper money, However, it is 
hoped that the King's religious soruples can be overcome, if he ig told 


firmly 


—S = 


firmly that he will no longer be supplied with gold or silver gifts from 
external sources, To encourage public acceptance of the paper riyal, the 
American plan provided for free two-way convertibility between paper and 
silver riyals within Saudi-Arabia during the first few years, with the 
bank holding eubstantial quantities of silver riyal coins sufficient to 
meet all prebable conversion demands. It was hoped that after experience 
had proved to the Arab that paper and silver riyale were freely inter- 
changeable, he would gradually lose interest in silver, and eventually 


silver could be withdrawn from circulation without arousing any great 
comment. 


However, the British point out that the bullion value of the silver 
content of the riyal ooin is about 1.27 rupees, or lea 11d, or thirty- 
am cents, at prevailing silver bullion prices in the Middle East, 
Under both the American am British plans, the exchange value of the paper 
riyal is to be fixed at 1 rupee, ls 6d, or approximately thirty oents, 
with foreign currencies freely convertible into paper riyale at equivalent 
rates. (These rates are in accord with the customary “official value" 
of the riyal, which has for some time past been considered to be equiva- 
lent to the indian rupee). Under the Amerioan plan, with a silver riyal 
obtainable for a paper riyal at any time, it would olearly be profitable 
for Saudi money-changers to export, say, 1000 riyal coins, which, when 
melted down and sold as bullion in Bombay would yield 1270 rupees. The 
rupees could then be converted into paper riyale through the Saudi Currency 
Board at the official rate of 1 riyal for rupee, which would yield 1270 
paper riyals, which could then be exchanged for an equal number of silver 
riyals, The operatives would have netted a profit of 270 riyals on the 
deal, and could repeat the process until all silwer coins, including the 
Currency Board's conversion stock, had left the country. While the 
American plan contemplated provision of lend-lease silver for the origi- 
nal “oonversion stock", the British assume that it was not contemplated 
to provide a continuous flow of silver which would merely benefit the 
money-changere without ever attaining the original objective of the con- 
version stock, 


The British believe the only practical remedy to be elimination of 
the American plan's provision for convertibility of paper riyals into 
silver riyals, The British would provide only one way oonvertibility, 
from silver to paper, not from paper to silver. The silver coin would 
be allowed to seek its own level based on its value as a commodity, 
They assume that the demand for coins for export in exchange for goods 
would goon establish a premium for silver coins as against paper riyals 
sufficient to offset the advantage of using silver coins as payment for 
imports, and thus the drain of silver coins would be limited or eliminated, 


While elimination of convertibility of paper into silver am the 
development of a premium for the silver coin (a discount for the paper 
riyal) would diminish acceptability of the paper note and prolong the 
"educational" period, the British see no alternative except reduction 
in the silver content of the coin, which, it is generally agreed, the 


King 


Pa 


King will not accept, They mentioned that the problem might be solved 
1f silver prices fell after the war, but there is no guarantee that the 
"rupee" price of silver will fall. Devaluation of the rupee and. other 
Middle East currencies is more likely, as the only alternative to 
drastic deflation of commodity prices to world market levels based upon 
the old currency values. One point which has not been discussed at any 
of the meetings to date is whether the British will expect the riyal to 
follow the rupee in the event of depreciation of the latter against 
eterling. 


The American representatives asked whether the development of a 
premium for silver coins would not lead to an increase in goods prices 
in terms of paper riyale, and demands for an increase in wages which the 
oil company planes to pey in paper riyale. The British replied that, 
since nearly all of Saudi Arabia's goods supplies are imported, Saudi 
Arabian prices would be linked to world prices through the foreign 
exchange value assigned to the paper riyal, However, they admitted that 
even if the exchange rates initially established were in accord with 
existing prices in Saudi Arabia, and hence no change in wage rates was 
Justified on economic grounds, Arab psyehology might lead to demands 
for higher wages if paid in paper riyeals. 


No decision was reached on the question of letting the silver 
riyal seek ite own level as a commodity (as the gold sovereign now does), 
and it was clear that considerable further study would have to be given 
to the effect of the contemplated exchange rates upon domestic prices 
and wages. It wae recognized that no less auspicious time than the 
present can be envisaged for an attempt to establish a new currency 
system, in the midst of the universal currency and price disturbances 
arising from the war. However, it was agreed that the present situation, 
requiring large subsidies or loans of precious metals, was so unsatis- 
factory as to justify every effort to establish a new currency system 
ae soon as possible, 


Mr, Harmer, who has been the able spokesman for the British 
representatives at the last two meetings, was leaving for London the 
next day. The U, S, Treasury representatives were also leaving Washington 
for six weeks in connection with the United Nations Monetary Conference, 
The State Department representatives said that they would consult as 
many of the interested officials and commercial interests as possible, 
before formulating the Department's position with respect to the British 
proposals. The chief point to be determined would be whether the British 
plan was the best that could be worked out, under existing or foreseeable 
conditions, for the benefit of the Saudi Arabian people, and the pro- 
tection of legitimate commercial interests and foreign capital, both 
American and British, 
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Fy ‘yk @em, On Jume 29 the British Charge d'affaires advised 
P 7) 


See also my telegram ">. 185 to th 


fac of conditions imjosed by the British Govornmment for 


acceptance of budgetary prosrum drawn up in Cairo. Most 


of the stipulations justify themselves. The disposal of 
1945 pilgrim tariff items, British Moslem Financial sdviser 
for Saudi Arabia and contemplated cut in 1945 budget are 
points which have been discussed with Landis in detail 


and he can supply my comment thereon if the Departmont de- 


sires it. 
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I understand that ARAMCO has offered to lend King Ibn Saud 
Egyptian pounds, to be repaid in dollars from his seignorage profits 
on lend-lease silver, I should like to point out that while this 
would enable the oil company to evade British exchange controls and 
convert unwanted Egyptian pounds into dollars, it will result in 
both an actual and a potential loss for the Saudi Arabian government, 


Assuming that the dollar-pound conversion rate used by the 
company is the "Official rate" of $4.03, there will be an actual 
loss arising from the fact that the relative purchasing power of 
the Egyptian pound has fallen some 40% since the official rate was 
established, so that Ibn Saud will obtain some 40% less goods per 
dollar than he could obtain if he used the dollars to purchase 
goods in the United States, There will be an additional potential 
loss because the King will have to forego the additional profit 
he is supposed to obtain by purchase of gold with dollars and sale 
of the gold at the substantial riyal premium for gold now existing 
is Saudi Arabia. Both losses will provably have to be made up by 
additional goods or lend lease silver subsidies by the United 
States flovernment, \ 


Therefore, I suggest that ARAMCO be informed that the 
Department cannot lend its approval or support to the proposed 
Egyptian pound loan; that it will advise the King against accep- 
tance; and that it will not support an ARAMCO request for transfer 
of any part of the King's dollar funds from the Federal Reserve 
Bank accounts, 


rree-L/ 19° 35068 


However, if the King is faced with a crisis, everything 
possible should be done to implement the joint Anglo-American 
supply program, so that the King will not be forced to take 
drastic and uneconomic measures, 
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To the 
Officer in Charge of the American Mission, 
Jidda,. 


The Secretary of State encloses for the strictly 
confidential information of the Officer in Charge of 
the American Mission a copy of a paper presented to 
the Policy Committee of the Department entitled "Ex- 
tension of Increased Financial and Economic Assistance 
to Saudi Arabia", 


There is also enclosed for the strictly confidential 
information of the Officer in Charge of the American 
Mission a copy of an extract from the minutes of the 
Policy Committee meeting in which this paper was dis- 
cussed, 
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1. Paper presented to the 
Policy Committee entitled 
"Extension of Increased 

; Financial and Economic 

/ Assistance to Saudi Arabia". 

2. Extract from Minutes of the 

Policy Committee Meeting 
} of June 28, 1944. 
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POLICY COMMITTEE aoaaaaadl 


EXTENSION OF INCREASED FINANCIAL AND ECONOMIC 
ASSISTANCE TO SAUDI ARABIA. 


The Protiiem 


The extension of economic assistance to Saudi 
Arabia as a means of protecting the valuable oil con- 
cession held in that country by American interests pre- 


sents the following 


1. Whether and in what manner this 


Government may 


Government in providing Saudi Arabia with .° 
economic aid, and 


rine 
ea 4 Cr 
2. Whether Saudi Arabia is to be fund” whe 


two general problems: 


cooperate with the British Rul 





1 ~~ 


nished with foreign military and financial yx 


advisers, and, 


if ao, which of them should ba 


Americans or British. 
Facta Bearing on the Problen 


Having insufficient sources of revenue to meet its 
expenditures, the Government of Saudi Arabia is dependent 


upon outeide aid to 
of 1940 the British 


make up its deficits. Since the fall 
Government has been providing substantial 


subsidies to the Government of Saudi Arabia by supplying 
funds and goods free of charge. Recently this Government 


extended lend lease 
quantities of gooda 
mately five million 
silver to be repaid 
tion of the present 
viewed in the light 


aid to Saudi Arabia by providing moderate 
and fifteen million riyale (approxi- 
dollars) worth of silver coins, such 

in kind five years after the termina- 
emergency when the situntion may be re- 
of world silver conditions. The British 


Government has proposed to subsidize Saudi Arabia to thie 
extent of thirty-five million riyals during 1944. At the 
same time the British Minister at Jidda, without prior con- 
sultation with the American Minister Resident, brought 
pressure to bear upon King Tbn Saud to reduce his expendi- 
tures to a point which, in the King's opinion, would invite 
political disturbances and severe economic dislocation. 


If these British proposals are implemented, the 
British Government is likely to acquire anzst lehel4d 
upon Saudi Arabia through the device of controlling ite 
economy. In view of the valuable American o1l concession 
in Saudi Arabia, this Government, of course, cannot afford 
to allow any other government to control the desti of 
that country directly or indirectly. To obviate & 


danger, 


«2 «= 


danger, the President's approval was obtained to a 
sugvestion that this Government share the subsidy with 
the British on an over-all equal basis and to make use 
initially of Lend Lease machinery to do so. 


When Mr. Wallace Murray was in London recently 
as a weaber of the Stettinius Mission, he had an oppor- 
tunity to discuse Saudi Arabian matters with Sir Maurice 
Peterson of the Foreign Office. a in principle 
that it would be desirable for this ernment and the 
Britiah Government to cooperate, rather than to compete, 
with respect to Saudi Arabia. Sir Maurice ieterson and 
Mr. Murray agreed, therefore, that American and British 
economic officials in Cairo should investigate the pos- 
sibility of drawing up a joint British—-American goods 
eubsidy program on the basis of fifty-fifty participation 
as far ae this might be done with due regard to the ship- 
ping situation and the logical assignment of loading areas. 
Subsequently, Mr. Moose and Mr. Landis met in Cairo with 
British officials to discuss this question. The American 
and British representatives agreed on a plan for joint aid 
on a substantial fifty-fifty basis. This plan was submitted 
by British officials in Cairo to London for approval, but 
it is understood that no reply has yet been received from 
London. Meanwhile, King Ibn 3aud has appealed to both 
the American and British Governments for immediate aid, 
allaging that food and yoods shortages hsve produced an 
economic crisis which may provoke disorders. 


While in London, Mr. Murray was also informed by 
Sir Maurice Peterson that King Saud had requested 
British military and financial advisers, ‘Sir Maurice pro- 
posed a joint American-British military mission under the 
leadership of a British officer of Anglo-Saxon extraction. 
Recognizing the primary British military responsibility in 
the Near East, the Department, with the approval of the 
war Department, expressed its concurrence in thia proposal 
contingent upon acceptance by the British of the viewpoint 
that, because of the primary American economic interest 
in Saudi Arabia, any financial or economic mission to 
Saudi Arabia should be headed by an American. 


In reply to the Department's suggestion, Sir Maurice 
Peterson stated in a letter addreesed to the fmbassy at 
London that possibly King Ibn Saud would accept only Sunni 
Muelim military advisers. He atated also that he assumed 
the proposal for a financial or economic mission headed by 


an 


- 3 - 


an American had no application to the request by Ki 

Ibn Saud for a financial expert. He proposed, therefore, 
in this letter that the leadership of such a mission as 
the one the Department proposed should be determined 
according to whether Britain or the United States has 

a preponderant interest in the economy and finance of 
Saudi Arabia when a mission of this kind is formed. The 
American Minister Resident at Jidda has been requested to 
comment on this letter, and it is expected that there will 
be an opportunity to secure Mr. Landis' views when he 
returns to Washington in the near future, 


Conclusions and Recommendations 


If the British Government agrees to the joint goods 
subsidy program worked out in Cairo, it is proposed that 
this Government provide its share of the needed goods through 
lend lease. 


With respect to the question of advisers, it ia pro- 
posed to have the American Minister Resident and the Pri. tish 
Minister at Jidda proceed together to King Ibn ‘aud to 
ascertain precisely what his views are in regard to this 
matter. If it transpires that King Ibn Saud wishes a 
financial adviser, it is proposed that we furnish one of 
American nationality either to act alone or to serve as 
the head of a Joint financial mission. Consideration is 
being given to the possibility of having the War Department 
or the Navy Department provide a suitable financial expert 
and send him to Saudi Arabia under statutory provisions 
making 1t possible for advisers to be sent on military 
missions to lend lease countries, 


Wallace Murray 
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Present: Mr. Stettinius (Presiding) 


Messrs. Berle Savage 
Long Taft 
Acheson Yast 
Shew Lendis 
Hackworth Ballentine 
Erhardt Culbertson 
Green D. Hiss 
Hornbeck Stabler 
McDermott Vinant 
Murrey 

Absent: The Secretary 

Messrs. Pesvolsky Grew 
Dickey Hawkins 
Duggan Ross 
Dunn Wilson 











1. Urgent Business 
fngjo-Soviet Arrangement in Regard to the Balkens 


Mr. Berle seid thet he understood th t there hed been 
e change in the U.S. position in regard to this proposed 
arrangement for the esteblishment of whzt amounts to spheres 
of luence in the Balkans. He seid th: t he would eppre- 
ciate having @ sumuery of the correspondence on the subject 
in order thet he might see to it th t the policy of our 
intelligence services is coordine ted with whatever scsition 
this Government may have taken. Mr. Murray declzred thet 
the Depertment does not itself know exactly vhit hes occur- 
red but thet he would endeavor to get to Mr. Berle as com- 


vlete © story as possible. 
Mr. — 


Anterim 


Sin 


Mr. Berle reported th: t a cuestion hes erisen as to 
whether or not the Soviets should be invited to pzrtici- 
pate in the interim shipping arrangements now beins nego- 
tiated between the U.S. end Grect Britain, which ere to 
provide for shipping controls until six months efter the 
defeat of Japen. The Secretery is inclined to believe 
thet the Soviets should be invited to particioete wherecs 
Admiral Lend end Lord Leécthers would prefer to restrict 
the leadership to the U.S. cnd Britain. Mr. Berle felt 
thet probably the wisest course vould be to notify the 
Soviets of whet is projected, to ask them to present their 
views whenever they wish, +nd perhaps to invite their per- 
ticipetion at the time when the Eastern and Vestern 
FEuropezn bettle-lines mect. Mr. T: ft sus ested thet there 
is some doubt as to whether ship in: -fter the close of 
the European wer will be so tight thet interne tional con- 
trols vill necd to be as strict ¢s those now contemplzted. 
Mr. Berle replied thet this may yell be so but thet it is 
Cesiroble to ¢cvoid a situation whereunder some steamship 
lines would: be eble to operste indevendently cnd very 
profitably while others cre still re uired to work for the 
Government. 


Reimbursement of Shipsing Undervriters 


Mr. H-ckworth reported thet the British heve proposed 
thet all recaptured Allied ships be returned to the appro- 
priate Allied Governments snd thi t those Governments be 
recuired to reimburse the undem.ritcrs for any payments 
mede es a result of a loss of the ships. The underwriters 
ere chiefly British and, in many cases, the British Govern- 
ment. Our view has been that, when a ship is captured, 
the rights of the owner end underwriters cre lost <nd thct, 
if it is recaptured, it is © prize of wer. The War and Navy 
Depertnents feel, moreover, that recaptured ships should be 
placed at the disposal of the military commenders for mili- 
tary purposes. The British, however, without consulting us, 
have obteined the agreement of the European i to 
their proposal. It wes agreed that this subject is too 
coupliceted for ad hoc discussion end that ir. Hackworth 
should prepere = memorendum for prescntetion to the Con- 
mittee end the Secretery. 


: 7 oid ———_— 
ee. Oral 


Policy 


Mr. Murray said thnzt he wished to report this morn- 
ing on certein espects of our reletions 1.ith two countries - 
Iren <nd Seudi Arabia. He described the controversy which 
hes erisen in Iren over the Millsp:ugh Mission. Importent 
elements in Iren heve wished to take f*om Millspa the 
economic powers which he holds, leavin:; only the finenciel 
povers. One of the Iranian delegetes -t the Monetary Con- 
ference hes definitely scid th: t he vould see to it thet 
Millspaugh is thrown out. It is true of course thet 
Millspeugh now exercises cbsolute power over the Irenisen 
economy, that he 1s not subject to the Iranian P:rliament, 
ena thet such « degree of authority exercised by « for- 
eigner is bound to be somewhct irksome to tire Irenians. 

Un the other hand, this power wes cccorded freely :nd vol- 
unterity io Millspzugh by the Iranicns beczuse of the 
wretched condition into which their country had fellen. 

ve heve not in any wey resisted the attempt to remove 
Willspeugh, merely pointing out to the Irenians the impor- 
tance of exemining cll assects of the situation Lefore 
teking drastic :ction. It hcs never been our policy to 
insist that U.S. advisers to foreign governments remzin 
vnen they 2re no longer welcone. Millsveugh wes not sent 
in the first plcce with eny icee of strengthening the U.S. 
position in Iran but merely in order to prevent the Irenian 
econony from collapsing in such a wey es to endenger the 
supply corridor to the U.S.S.R. In any cese it now eppecrs, 
in vier of the fect that the Prrliament mecting in secret 
session hes hesitated to take the final sten, thet 
Millspaugh may after all remein <«t his post. 


<. Qral Report on the Current Status of Important 
Cuestions : 


&s to Saudi Arabia, we cre nov discussing with the 
Dritish the question of <dvisers to be furnished by the two 
overnments. The Stettinius Mission, wuile in London, had 
earned thit the British hed arranged vith Ibn Saud to pro- 
vide both military end economic advisers. We nad seid that 

we would not wish to head e military mission in an ereé 
which is now within the British militcry sphere tut thet 
ve would join with the British in such ¢ mission. On the 
other hand, because of our srect stake in /rzbicn oil, we 
would wish to heed eny economic or financicl mission which 
mnivht be sent, though we vould of course welcome British 
collaboretion in such <¢ mission. ir. Murray pointed out 
that the protection of our oil interests in frebia is a 
difficult snd precarious mett<er, since our position would 
be erevely jeopardized if ‘ie “Niugts confidence in the U.S. 


should 


x 


snl 


should be sheken. As we have evidence thet the British 
Minister in Saudi Arcbia hes been working against U.S. 
interests, we have told the British thet it is essentiel 
thet there be someone there who will work with us cnd thet 
we expect 2 change. Ve do not wish to compete with the 
British in Saudi Arcevia but to cooperate with them. 

Mr. Murray declared th: t he believed thct satisfcctory 
arrangements would be worked out. 


5. Report on the Middle Hast 


Mr. Lendis decl;red thrt it is difficult for the U.S. 
to heve a4 policy for the Middle fast es a whole, since the 
area is toc lerge end includes too many countries. We do 
nave « policy of perticipetion in the Middle East Supply 
Council which covers the whole area. This is, however, to 
some Gegree 2 negative policy since the MESC is 6 wer time 
egency whose chier function is to allocate a limited su;ply 
of goods. Our policy in this comection is effirm tive 
only in thet we are nov: cudeavoring to increase sup lies 
for the area end to insure thrt the U.S. receives e. ual 
end nondiscriminatory treatment. As to the MESC policy of 
developing the self-sufriciency of the crea, Mr. Lendis 
pointed cut that it involves some dengers since, while 
new production hes Seen possible to & limited extent, the 
products must usui.lily be sold fer above world prices. 


Turning to the veriocus countries in the area end com- 
mencing with Saudi Arcbia, Mr. Landis seid that we ere 
endezvoring to work with the British <nd hope to be <ble 
to find a formula. Uc felt it impossible for us to compete 
with the British on an -li-out basis in thet area. In Iran 
it is a cuestionad furthering collaboration among the U.S., 
Britain cnd Sovict Union, snd here it i3 necessary thet the 
U.S. take the initiztive since the British snd Russians 
distrust each cther. in [Lthiopia we «re endeavoring to 
break down the exclusive Sritish control over foreign trcde 
including the control exercised by Aden ovei the Ethioptien- 
Indian trede. In the British colonies our position is 
especiclly difficult a we ere Py ies ge to evoid in 
so fer <s possible discrimin: tory tre: tment of U.S. trede. 
ir. Landis expressed anxiety over our leck of interest in 
the former Italian territories in thet crea, pointing out 
thet they ere going to Britain by cefcult cnd being handled 
‘Ss British dependencies. As to the fnglo-Egyptian Sudan, 
this territory is theoretically a condominium but in fact 
the British sre in complete control. In Palestine we are 


encountering 


encountering a monopolistic control exercised by certain 
egencies fostered by the British. Ve are endeavoring to 
build up the independence of Syria end Lebanon but cre 
finding it difficult tc collaborate ot tne seme time iith 
their governments <:nd vith the British ond French interests 
there. Egypt is economicelly the strongest stete in the 
Middle East but in some resoects is more under British 
control than any other country in the ares. Becruse of 
British censorship, militery law cnd long-stending polit- 
ieal influence, we fre: uently find it difficult to deal 
directly with the Egyptians. 


Turning to certéin difficulties which are generel 
throughout the area, ir. Landis referred to the problem 
of converting large sterling belances into goods of U.S. 
origin «without exerting an undue crein on British dollar 
resources. He expressed coubt as t> whether the present 
shipping situation justifies some of tne very strict ship- 
ping controls still exercised in the aree by tne Ministry 
of War Trcnsport. A long-term «vestion of primary impor - 
tcnce is that of exports from the area which the U.S. will 
continue to need when the wer is over. He pointed out thet 
the Middle Eastern oil wili be solc chiefly in the sterling 
area, There will be some exports from Egypt and Iren v:hich 
will be o7” interest to us. We must, however, expect é con- 
tinuing discrimination by the British cgeinst our trede. 
He said this not in dispareagment of the British but feel- 
ing thet it was an inevitable result of their politica] 
domination in the «area. He indie: ted ziso thet ve might 
encounter some discriminstion from the Middle Eastern 
Governments whose xenophobia is growlag as they become more 
independeat. On the whole, however, our prestige in the 
crea is very high, lerczely perhaps es < result of our con- 
tribution to educetion. 


Mr. Landis felt thet our iorg-term interests in the 
Middle East ere <s follows: (1) it ts an cree from which 
we cen vrofit commercially; (£) its voliticel stability 
is of import:ncee to us; (25 it is cn area where we cen 
learn to collabor:te with the British end Russians; (4) it 
is en crea where some of the ideals expressed in the 
Atlentic Cherter and other pronouncements of the Allied 
Governments ccn be ..orked out in practice; end (5) it is 
an area where, since it is <«lready in many respects in eae 
post-wer phese, we cen try cut on c smell scale solutions 
for dealing ..ith the problems of this ».hase. 


4. <Americe 


= = 


__, 4+ Amerdean Economie Representation in the Middle 
East 


In presenting document VEA-£0, Mr. Taft declared thet 
the Bureau of the Budget has already approved £5 :dditional 
officers for our MESC staff, 15 to be FEA men end 10 Auxi- 
liary Foreign Service Officers, the latter to steyv on in 
the area after the end of the war. Mr. Teft pointed out 
thet this paper is based upon the cdoption of the second of 
the three alternetive policies outlinec on peges £ and Z of 
Annex B. Mr. Vinant expressed hearty egreement with 
Mr. Landis' views, particul-rly emphesizing thct we «re 
deecling with an aree which is under post-wer conditions but 
is still dependent on supplies from zreas which are cetive 
in the war. He pointed out the difficulties of obteining 
able people to send into the field but stressed the impor- 
tance of heving more Americens to work on recuirements in 
the MFSC. Mr. Taft incuircd whether lir. Landis egreed with 
the first recommendation presented in VWEA-20 to the effect 
thet more of our economic personnel in the Middle East 
should be put into the M#ESC. Mr. Landis replied thet ne 
would like to place more men in higher levels in the MESC. 
With the limited staff at bis disposal, however, he felt 
thet it is more effective, even though somewhet unwelcome 
to the British, to have & small group which can rosm at 
will through the MESC rather then larger numbers in sub- 
ordinate positions not concerned with >vlicy meking. 

Mr. Berle suggested thet lir. Taft, Mr. Landis, Ur. Vinant, 
and NEA sive further attention to recommendetion 1. 


Action: 
Mr. Taft 


Mr. Berle then raised the cuestion of recommendation 
& and esked whether this would mean thc t the representetives 
of the Middle Ezestern Governments would sit from time to 
time with the MESC. Mr. Teft replied thet it would, though 
pointing out th: t Mr. Landis would have full discretion in 
regerd to the implementation of the recommendation. Mr. Landis 
expressed agreement with the proposal <nd Mr. liurray seid 
thet he considered it e logicel end enlightened move. Recom- 
mendation 2 was thereupon accepted by the Committee. 


5S. Allied Psychologicel VWerfare in Europe 

Mr. McDermott pointed out thrt many of the principal 
officers of OWI have from the begiming been distrustful 
of the Department and thet, until recently, OWI has 


endeavored 


afhce 


endeavored to be <s independent of the Dep: rtment as pos- 
sible. At the present time, however, cooperation in \.esh- 
ington is very sstisfectory, one reason being thet many 

of the former op»onents of the Department have been trens-— 
ferred to the OWI office in London. The difficulties out-. 
lined in EUR-1£ have therefore now arisen in London. Wr. Pell 
was sent over to explore the situ: tion end has reported the 
degree to which the final PYD directive is in fact of purely 
British origin. In his last letter received yesterdey, how- 
ever, ir. Pell reports thzt ne has finally been esked to 

sit in on both the OVI and PWD meetings. 


Mr. Long inquired whether it would not be possible to 
get the Depertment's comment on the dreft OWI directive to 
Pell before these mectings tzke place, rether then after 
the event as hes been the c:se in the sest. Mr. UcbDermott 
replied thrt it wes possible to set these comments to London 
in time lest week. He felt thet the most vital point, how- 
ever, is to have our man in London perticipcte in ell stages 
of the drafting of the directive. Mr. Berle emphasized the 
importence of this issue, pointing out th: t it hes ceused 
us greet difficulty «end emberrassment in the pest, inc in- 
cuired of Mir. MeDermott whether the present situetion is 
sctisfactory. Mr. McDermott declzred thr t Eimer Davis is 
replacing Backer end Jackson, the two OWI officers in London 
who have been most subservient to the British. lienceforth, 
our best tactic will be to give the fullest sup ort to rell. 
Mr. Green incuired whether we shoulc not sit in on the 
Monday OWI meeting in \.ashigton where the OWI directive 
is first drafted. Mr. McDermott repliec thst we should, 
pointing out th: t this drceft is sent imiedictely to London 
before we ere consulted. Mr. Berle remzrked thet on a nun- 
ber of issues we ere being jockeyed into an unfevoreble 
position by e public opinion which hes been fed 1.ith false 
or distorted informetion. He «sked th: t we follow the sit- 
uation closely :nd review it once more in two or three 
weeks. Mr. McDermott agreed thet this should be done. 


Action: 
Mr. McDermott 


Mr. Culbertson said that it would be of e«ssistence if 
Mr. Phillips could be asked to show Mr. Pell the policy 
telegrems which pass through his hands. It was cgreed thet 
EUR would draft a letter to Mr. Phillips on this matter. In 
closing, Mr. Berle expressed the view thet Mr. Phillips' 
position end his staff need to be strengthened. 


Action: 
Mr. Culbertson 


The meeting adjourned et J1:10. 
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The following is the text of an aide memoire C 
delivered to the Department by the British Embassy? _ 
a QUOTE As the Department are aware, discussions or 
x have been proceeding in Cairo and Jedda between United ie, 
¢\ States and British representatives about the proposed bd 
- \ programme of joint economic and financial help to Saudi Ps 
4 Y A "\X Arabia, It has been agreed that such aid should be + 
<\ , niehed on a fifty-fifty basis by the United States 
fe 1" and the United Kingdom, 
1 n 2. These Giscussions resulted in a programme 
ant for 1944 of supplies for Saudi Arabia which contemplates 


that the United Kingdom shall provide goods free to the 
value of &2,754,000 and the United States goods on credit 
lend-lease to the value of &292,000. His Majesty's 
Government accept this supply programme, and are prepared 
in addition to provide Ibn Saud with a sterling cash 
credit of &10,000 a month to cover the expenses of his 
Diplomatic Missions and Consulates abroad. 





3. Ibn Saud will also raise revenue by selling 
part of the goods furnished under the joint programme, 
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The United States representatives at the discussions 
maintained the view, however, that he would need a further 
subsidy in cash of 10,000,000 riafs, While they do not 
share this view, His Majesty's Government, in their 
desire to reach an agreed solution with the United States 
Government, have decided to accept the proposal on the 
basig that thie additional subsidy should take the form 
of lend-lease silver, 

4. His Majesty's Government wish to make it clear 
that their agreement to this arrangement should not be 
regarded as indicating any departure from the views which 
they have expressed to the United States Treasury as to 
the proper solution of the Saudi Arabian currency problem, 
in connexion with which the scheme proposed by His Majesty's 
Government is still under discussion with the United States 
Treasury. It is in any case too late to introduce it 
this year, but His Majesty's Government hope that it can 
be introduced next year and that there will then be no 
further need for a supply of silver rials, 

5. His Majesty's Government understand that in 
the Saudi Arabian budget for 1944 provision has been made 
for receipts arising out of the sale of the 10 million rials 


PREPARING OFFICE TO BE TRANSMITTED 


WILL I ATE WHETHER SECRET 
Collect _ TELEGRAM SENT CONFIDENTIAL 
‘ ———_—_—_————- Restricted X RESTRICTED 
EAR 
ial Department of State i 
Charge to Washington, 
oe 


referred to in paragraph 3 above, (i.e. 40% of the dollar 
proceeds of the silver rials supplied for financing the 

o11 companies less minting and transport costs) on the 
assumption that His Majesty's Government will provide 
sovereigns against gold in New York. His Majesty's Govern- 
ment regret that owing to their very limited supply of 
sovereigns and the lack of available minting capacity 

they cannot accept this assumption. They do not know how 
much difference this will make to the estimated revenue of 
4.7 million rials if some other method of using the American 
gold is adopted, 

6, During the discussions, consideration was given to 
possible methods of putting into effect the principle, which 
had already been agreed between the two governments, that 
Anglo-American aid to Saudi Arabia should be on/fifty-rirty 
basis, in view of the fact that owing to shipping and arceeties 
considerations the value of the aid to be furnished by the | 
United Kingdom under the agreed programe would be considerably 
more than that to be furnished by the United States, The 
suggestion was made that the necessary adjustments should 
be effected by means of a credit te the United Kingdom 


on reciprocal aid account. His Majesty's Government regret 
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that they are unable to accept this suggestion, the 
effect of which would be the same as if the United Kingdom 
were to supply goods to the United ai calaiiad on reciprocal 
aid for the latter to furnish without acknowledgment to a 
third party as United States lend-lease aid. Hie Majesty's 
Government would welcome the views of the United States 
Government on how best to make the adjustment in such a 
manner as to lend substance to the proposed statement to 
Ibn Saud that the Anglo-American aid offered him is on an 
equal basis as between the United States and the United 
Kingdom. His Majesty's Government feel that such a statement 
could only be made if there is a cash adjustment, i.e. by 
the transfer of the appropriate sum in dollars to His 
Majesty's Government, 

7, Finally, His Majesty's Government consider that it 
would be better to avoid any attempt at detailed control 
of Saudi Arabian expenditure, We should seek rather to 
convince Ibn Saud that the help now promised is all that we 
can give him, and that it is his responsibility, by using 
forethought and the technical means which have already been 
indicated to him in general terms, to make the resources thus 
put at his disposal meet his requirements. His Majesty's 
Government also think it desirable that, in accordance with 
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the agreements reached during the Cairo discussions, Ibn 


Saud should be warned that it will be necessary to carry 


out further cuts next year in the amount of supplies 
available to him for free distribution within his terri- 
tories, 

8, On the assumption that the above proposals are 
acceptable to the United States Government, His Majesty's 
Government consider that the necessary communication to the 
Saudi Arabian Government can be drafted and agreed between 
the American and British representatives in Jedda, BRITISH 
EMBASSY, WASHINGTON, D.C. 7th July, 1944, UNQUOTE, 

The Department has agreed with British officials in 
Washington upon the texts of the following documents: - 

1. QUOTE JOINT PROGRAMME OF ASSISTANCE FOR SAUDI 
ARABIA. Note of points discussed with the State Department 
at meeting on 1Oth July, 1944. 

It was agreed that arrangements for the joint supply 
programme could go forward on the lines proposed, with the 
following understandings on particular points:- 

(a) Identical instructions should be sent as soon as 
possible to the British and U.S. representatives at Jedda 
(to be repeated to Lord Moyne and Mr. Landis) on the basis 
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of the draft telegram already prepared by the State 
Department with the addition of a further telegram in- 
atructing those representatives to handle jointly all 
proposals for supply and financial aid to Saudi Arabia, 

It was agreed that certain drafting amendments should be 
made in the State Department draft, particularly as regards 
(14) a suggestion that technical experts from Cairo should 
accompany the Ministers in their approach to Ibn Saud (11) 
the warning to be given to Ibn Saud concerning the extent 
of free distribution of supplies in 1945 (see section (e) 
below). 

(bo) The British representatives undertook to secure 
as soon as possible the concurrence of the U.K. Government 
in the draft instructions, 

(c) It was agreed that the arrangements for the supply 
programme and for the additional cash subsidy of 10,000,900 
rials in the form of lend-lease silver should not affect or 
prejudge the separate proposals concerning Saudi Arabian 
currency now under discussion between the U.K. and the U,S, 
Treasuries. 

(a) Note was taken of the fact that the U.K, Government 
would not be able to make sovereigns available for Saudi 


Arabia. It was agreed that the manner in which U.S, gold 
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would be made available for Ibn Saud would be a matter 
for further consideration in the light of advice from the 
two Ministers. 

(e) It was agreed that the two Ministers should warn 
Ibn Saud that it was the hope of the U.S. and U.K. Governments 
that with increased revenues from the oil company and with 
better economic conditions it would be practicable for the 
balance of supplies given away by the King without payment 
to be reduced in 1945, It was arranged that an addition in 
this sense should be made to the draft telegram proposed by 
the State Department, 

(tf) It was agreed that the statement by the U.K. 
representatives to the effect that the U.K. Government 
desired to avoid any attempt at detailed control of Saudi 
Arabian expenditure was without prejudice to the separate 
question of the provision of advisers to the Saudi Arabian 
Government, Equally it was without prejudice to any efforte 
towards getting better statistical information on supply and 
expenditures from the Saudi Arabian Government, 

(g) It was agreed that the principles to govern the 


procurement of supplies by the U.S. and U.K. Governments so 
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as to conform with the basis of equal sharing of the cost 
of the programme of supplies to Saudi Arabia, and the form 
of adjustment necessary in respect of the 1944 programme, 
should be as indicated in the attached note, UNQUOTE. 

2, QUOTE NOTE ON PROCUREMENT ETC. OF SUPPLIES FOR 
tHE JOINT SAUDI ARABIAN PROGRAMME. 

The general principle which it is hoped to fulfil is 
that each Government should be able itself to procure and ehip 
supplies to the value of half the approved programme, The 
fulfilment of this principle must clearly be subject to (1) 
supply and shipping considerations (11) the existence of the ' 
necessary procurement machinery. 

2. In any event, apart from overriding supply and 
shipping considerations, it will not be possible for the 
U. 8. Government to have available the necessary procurement 
organisation to enable it to procure its full quota of 
supplies on the above basis during 1944, They will endeavour, 
in consultation with the U.K. representatives on the M.E.S.C., 
to make the requisite arrangements in respect of the 1945 
programme. 

Se In respect of 1944, procurement and transport 


arrangements will proceed as planned and agreed in Cairo, 
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This will mean that a much greater proportion of supplies 
will be procured by the U.K, Government than by the U,5S, 
Government, It is agreed that a cash adjustment must be 
made between the Governments so as to provide for the equal 
sharing of the cost of the whole programme, 

Thus, according to present estimates, goods to the value 
of approximately $11,016,000 will be procured by the U.K, 
Government while goods to the value of approximately 
$1,168,000 will be procured by the U.S, Government. Allow- 
ing for the supply of 10,000,000 rials by the U.S. Government 
as a cash subsidy (equivalent to $3 million) the value of 
the total programme will be $15,184,000. Each Government 
should therefore contribute $7,592,000. Thus the U.S, 

Bhare will have to be adjusted by the payment of an addi- 
tional $3,424,000. 

Accordingly in order to effect the necessary adjustment 
so as to arrive: at the basis of equal sharing of the cost of 
the 1944 programme, the U.S. Government will provide 
$3,424,000 to the U.K. Government. If it were eantentant 
to represent this transaction as a purchase of an appropriate 
quantity of Australian wheat to the above value, the U.K, 


Government would see no objection, on the understanding that_ 


a* ve at ” 
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this would involve no change in agreed procurement and 
transport arrangements. UNQUOTE. 

In connection with no. 2 above, particularly the 
last two paragraphs thereof, you are informed that the 
Foreign Economic Administration has assured the Department 
that the Foreign Economic Administration will in some manner 
finance the American share of this joint supply program for 
Saudi Arabia, although exactly how this will be done has 
not yet been determined, 

Sent to Jidda, repeated to Cairo for AEMME as an 
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of American and British representatives re Saudi 
Arabian financial matters enclosed air mail letter 
879 July 12. 

Although full text of British proposal not 


Et received its nature is apparent. ‘We wish to make 


yyle-L/1S°490683 


{following oommensien (1) British position that Saudi 

\rabia should not have majority representation on 

oard probably correct in view of Saudi Arabian lack 

f experience in financial matters. But granting this 

osition we believe dangtrs relating to less than 

100% reserve and credit operations would be climinated 

although British seem to argue to contrarye i 
#2) Banking facilities in Saudi Arabia are ine 3 

adequate and proposed currenty board would not fully 


meet needs 


~2-#2182, July 27, 9 peme, from Cairo 


meet needs as proposed bank would. Religious 
law relating to interest can probably be circumvented. . 
Government now borrows from Nethtrlands Trading 


Society and pays “service 


charge in lieu of interests. 
It is true that most commercial operations in Saudi 
Arabia are on cash basis. 

(3) It is true that most trade of Saudi Arabia 
is with sterling area countries but that does not 
SseEEm to be adequate reason to restrict currency 
authority so that it must hold all reserves in sterling. 
It should have authority to invest reserves in accordance 
with its concept of Saudi ‘Arabian interests, 

(4) It follows that riyal should not be linked 
to sterling currency, authority should be in position 
to vary exchange value of riyal to meet needs of 
Saudi Arabia. 

(5) Danger of silver riyals moving out of country 
can be gwercome through exchange rates. The danger 
probably is temporary and there would appear to Ye no 


harm in a temporary continuance of flexible exchange 


rates. 
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CURRENT SAUDI ARABIAN FINANCIAL MATTERS REQUIRING ACTICN, 


yale Under Anglo-American Suvly 





Bene Lend-Lease Ri 
rogram 


1, Although the British argued vehemently that 1t | 
was unnecessary to include any lend-lease eilver riyalg - 
(other than those for the o11 companz) in the 1944 Angijou 


American Joint supily »vros:ram for Saudi Arabia, the | 


American negotintore finally obtaineda British avrecment i 


to provision of 19,000,090 riyals (insterd of the 


29,900,009 originally requested by the Saudi Government)> 


On the day agreement was reachec, Mr, Lee, Eritish Trea- 
sury Representative, asked me whether thece riyals could 
be delivered by the end of September, in time for the 
pilgrimage. He explained thet last yeor the British 
allowed pilgrims to purchase sovereigns with the local 
currency of their home countries to take with them into 
Saudi Arabia, This yerr the British say they cannot 
spare sovereigns for this purvose, -nd intend to let the 
pilgrims take only sterling drafts. The drafts would 
sell at a sharp discount against riyals in the Arab ex- 
change shops, Therefore, the British intend to pronose 
to the King that he sell riyals at the official rate of 
13 1/3 rivals to the pound; the sterling drafts he takes 
in will provide him with sterling balences in London, 
which he can use to wurchace goode in 1945, 


I told Mr, Lee that, although the o11 company riyals 
would reach Arebia before the end of September, it was 
very doubtful whether we could make se new lend-lensse 
agreement and arrange for minting and ship»ving of addi- 
tional riyals so that they would arrive much before the 
end of the year (if past exnerience is any guide). 


He seemed much perturbed, and called me later to asx 
whether the o1l1 company would need all its riyals right 
away, Or would it purchase only its current recuirementsa 
from time to time, I said I believed the oil company had 
arranged with the Saudi Government to buy the riyels as 
soon as they arrived, since the o11 comnany wanted them 
delivered at ports where the Saudi Government had no 
storage facilities, 
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Mr, Lee said he hoped it would be possitle to versuede 
the o11 company not to purchase more than its current re- 
quirements, so that the Kins would have some riyalr tc sel) 
to pilgrims until another shipment of rivals could be ar- 
ranged, I said I would look into this possibility, but 
that it might involve some complications, I @id not ex lain 
these to him, but I had in mind the fact that the lend- 
lease agreement covering the 01] company riyals states 
that they are to be provided "for the snecific purvose of 
exchanging silver riyals for dollar credits in the United 
States", (See letter from Saudi Government offictal to 
Secretary Moreenthau), Furthermore, it was contem lated 
that part of the dollars would be used to vourchase gold 
which could be sold by the Seudi Arabian sovernment at a 
orofit, reducing its budgetary deficit, while wart of the 
dollars were to be set eside for wurchase of silver to te 
returned to the United Stetes Government, Thus neither 
the U, S. Government or the Saudi Government cre likely 
to agyree to sale of these riyals for sterling, which cennot 
be used to purchase either old or eilver, 


However, if a new lend-lease agreement could be sixned 
promptly, it might be possible to have part of the riyal 
shioment now en route considered as a delivery uncer the 
new agreement rather than the old, It is prokable that 
the 011 company would agree to this, so lonz .s it was 
sure that its current recuirements vould be met continu-usly. 
Even so, however, the Saudi Government mi;‘nt lose sone 
interect and possibly some profits, due to delay in receint 
of dollar balances and purchase and sale of cold (vartic- 
ularly if gold price fell towards the end of the yeer due 
to Allied success in Europe), 


Since agreement on a supply proprrmn for 1944 was delayed 
seven months (though the fault lies lergely with the 
British), there 1s, of course, every reason for the U, S, 
Government to expedite the new shipment of riyels, The 
new lend-lease agreement could probably be arranged very 
quickly, since the same wording as that used for the first 
agreement (last year) could probably be used, But I under- 
stand that the U.S, Mint 1s not anxious to mint eny more 
riyals with the feulty dies and inaccurate svecificatione 
supplied by the British last year, and would prefer to 
have time to orepare new dies anc do a workmanlike Job, 
Minting of satisfactory riyels with the old dies is also 
a Gifficult onerationg, since the edges on tne coins must 
be thickened bv use of extremely ~reet -ressure which 
cracks the hubs, However, immediate consideration should 


be given to the pilgrimage provlem, which is a matter of 
generel concern and potential hardship for the Jilvrins. 
Even if minting were started immediately, however, it is 
Goubtful whether the riyals could re:cn Arabia before 
late October, (Shinment alone trkes over a month.) 


2. Recuest of the King: for Immediate furchise of Gold Bars 


i LS ee 





Jidda's 205, July 17, 4,.m. strte: the desire of 


the Saudi Government to urenhase *>:2 gold witn funds 
amounting to ap rorinetely Se OF > whieh 1t claims to 
heve in the Unitec Statcs, There fur.as are moatly credits 
from the o11 commrny evrinst fuitec 21L vrovaltiec, The 
oil ove any BG Firat “‘iriws tree: tredite tai be ce .*.7erEec 
edvernce Layments oefAeinct ricrls> to be »surcnhnrsed fr .. Tice 
King mee the Treasur''r irn, '‘.ieh might have e 
complications, I hevc just tecn informed that the .22 
company has: abandonea this i.ca, so the source of t+: crinds 
need not concern ur further at thie time, It would Gz 
that the recuest to purchase gold with this $2,009,9u.. on 
be considered as entirely disassocinted from the Trensu;y's 


rival-dollar-gold plan, although it is doubtful that the 
King would have asked to buy gold with these fund-e if he 
had had funds availoble in the Federal Reserve Ban for 
the ournose, The usefulness of ;:01d to the Kine is well 
understood by Treasury, and shipment et this time misht 
enable him to accumulate riyals for sale to »il-rims, 
Quick decision by Treesury on immedicte sale of old to 
Arabia should be sought, 


3. Unfavoreble local rates for foreisn exchange 


Cairo's 1354, May 22, Cairo's 1670, Jun: 1 , Cairo's 
1698, June 20, and Jidda's 206, July 13, as 1221 :6 the 
Department's 1565, June 22, from Treasury for Gunter and 
Landis, raise a series of cuestions as tu -, Lule means 
Of providing more stable and anvropriate vi uec for foreign 
exchange in terms of riyals in Saudi Ar:.i-. vJidda's 296, 
July 13, asks specific questions, which siculd be answered 
by Treasury, The establishment of a currency board or 
bank of issue is probably the best solution, but in the 
interim it is important that nothing interfere with impor- 
tation of that vortion of Saudi Ar: bin's sunulies which 
is normally handled ty Saudi Arab merchants, 
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4, British Proposal for a Currency Board 


The Deovartment of State has given very careful consid- 
eration to the proposal for a currency board for Saudi Arabia, 
as outlined by the British at the lact meeting of Eritish 
and American Representatives (June 9, 1944), The Devart- 
ment hag consulted officials of the Arebian American Oil 
Company, and the National City Bank (which 1s opening 
branches at Dhahran and Ras Tanura), It 1s believed that 
the Department's views have developed sufficiently so that 
enother meeting with the British would be useful. at ag 
early a date as possible, 


The following summary reflectec the staze of thinking 
reached by the financial officers of the Deyartment, kut 
should not be coneidered in any way an official statement 
of the Devartment's views. 


A, It ie thought that it will be Jossible to 
go along with the currency board t:.e of note issuing 
authority recommended by thé British, which, however, 
should be empowered to buy and sell foreicn exchange 
at spreads sufficient to cover the operating expenses 
of the board and provide « moderate urofit to the 
Government of Saudi Arabia, 


B, The nominal seat of the board should be 
Jidda, bub meetings may be held in Cairo, 


C. The board should have one Anerican, one 
British, and one Saudi Arab member. The operating 
manager should preferebly be on Americen. It is 
agreed that the board manager should not also be 
the financial or fiscal advisor to the King, 


p. It is arreed that the Saudi Arab currency 
should, for the time being at least, be based upon 
a 100% reserve, but it is believed that the reserve 
should include dollare or gold as well as sterling. 
From consultations with officials of the oil company 
and the National City Bank, it appeors thet there 
might be Consressional and public criticism if this 
Government acquiesced in the British proposal that 
Saudi Arabia's currency reserve “oc neld 100% in 
sterling. It is clear that th o-position would be 
larjely psychological, sand the 711 company recognizes 


is 


that the legitimate interests of American cavital 
would not be prejudiced by the British -rovosal, 
However, British insistance uvon their proposal can 
also be Justified only on Jolitical and oeychological 
srounds, The arguments whicn thev adv-hced at the 
last meetine are valid onl” in the event of e 
depreciation of the dollar ageinst sterling, which’ 
Lord Keynes admitted at Bretton Woods to ’e one 
contingenc: which need not be seriously considered, 


Therefore, the Deucrtment will protably recon- 
mend that the Board hold any dollars earned by Seudl 
Arabia, If the Britich renew their objection on the 
basis of possible desreciation of the dollar, we will 
nOint out that the Board can convert its dgollere into 
ear-marxed gold (if Trensury agrees). 


E, It 1s recognizea that the riyal note should 
srobatly be made convertible into sterlinzs u, on 
demand, If the Board held insufficient sterlins to 
meet demands of note-holders for converecion intc 
sterling, the Board should be empowered to gell 
dollars to obtain the required sterling. On the 
other hand, the riyal should be convertible into 
dollars only to the extent of the board's noldin:-s 
of dollars earned by Saudi Arabic, The toard should 
not be recuired to sell sterling to meet demands for 
dollars, It is believed that thie arrangement will 
be fully es satisfactory to the holders of rival notes 
as would the British method of handling this  roblen, 
end it will be far more accentable to American vublic 
Opinion than the British pronosal, (The British 
nroposed thet dollars earned by Saudi Arabin te 
converted into sterling, with the sterline vroceeds 
of such conversion being reconvertible into dollars 
Only at the dollar-sterlings rate in effect on the 
date of reconversion, In the event of devreciation 
of the nound against the dollar, part of the dollars 
previously earned by Saudi Arntia would be lost), 


F, It is recognized that maintenance of a 
fixed relationship between the values of the riyal 
and the vound sterlins, rether than between the 
rival and the dollar, will probnbly be adventaceous 
to both the oil company and the Saudi Arab neovle, 
although if the rupee were to depreciate agninst the 
pound, it might vrove advantageous to the cil commany 
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to have the riyal follow the rupee (particulerly if 
the oil comvany finds that it must sel! most of its 
product in India, while its costs af procuction must 
be paid in riyoals). It is believed that the Board. 
should retain autonomy 2s regerds the exchange vrlue 
of the riyal in the event of chanrer in the values 
of other currencies: i.e., the riyal should not be 
"tied" to sterlins by-lsw, though it is uai thet? tant 
the American member of the board will vote arrinst 
maintenence of the value relationshin become the 
riyal and the vound under conditions lixely to 
develop i: the foreseeable future, 


G, The British provosal that there be only 
One way convertibility, from cilver to paper, and 
not from paper to silver, is believed to be imorectie: 
The force of the British arguments afrinrt two-way 
convertibility is fully aoprecinted, but it seems 
certein that it will te very difficult to secure Ar-b 
aecentance of 4 Daner currency whien is alloved Tt 
go to s discount csjainrt the silver coin, which 
they are accustomed to consider the standard of value. 
Arab workers would almost certainly demand increased 
wages 1f the o11 company tried to pay them in wuover 
riyals, It is not at al’? certain that domertic 
erices would be controlled by the cost of imports, 
The problem of the silver coin is indeed a Jdilemna 
but nothin: will be geined by making an experiment 
which, if it fa ils, may merely confirm Arab distrust 
of paper monev, It would seem wiseRto  ostsone 
institution of the »plan until conditions are more 
favorable for its success, 


A fal’ in the price of silver bullicn at Bombey 

ay be anticipated at the woud of the war, and if the 
ne We shoule droyn come 20% to below 1.60 rupees Ter 
100 tolas (2.62 rupees or 80f per oz., 2r 1 rupee 
per J riyal), the problem will be solveu, It is 
doubtful that there is eny other practicel solution,, 
eince the Kinr will not accept reduction in the 
silver content of the riyal coin, Of course, if the 
exchange value of the riyal note were to be set to 
correspond with the bullion value of the coin uncer 
cresent circumstences (1.¢., 1 riyal equals 1,27 ruvec.. 
1811a4 or 38 cente), the silver droin would be checked, 
but it hes been gener-lly recognized that equivalence 
between the rupee cnd the riyal note chould be the 
objective, and the oil company would opsose - Se c&nt 
rivel, 


me a 


The financial officers of the Department would 
prefer to see initiation of the plan postooned, 
believe it would be wiser to continue for a time 
to meet Arabia's coinage needs through lend-lease 
silver, or perhaps through direct purchase of silver. 
by the Saudi Government in Latin America, Under 
present restrictions on convertibility of ruvees into 
other currencies, and limitations upon importation of 
goods from India to Arabia, the silver drain is much 
smaller than it would be under the new wlan, granting 
our point that there would have to be tiro-way con- 
vertibility if we were not to risk failure, 


end 


The needs of the o11 company can be adequately 
met for the time being under Tresxsury's existing 
arrangements, with very little risk to the U. 5S. 
Government and substantial profit for the Saudi 
Government, If further riyalse lend-leased to the 
Saudi Arabian Government are sold by it to pilgrims 
for sterling drafts, which can then be used to curchase 
goods, the transaction is merely part of a goode 
subsidy program which must be given anyway until 
such time as the Saudi budget is beleanced. 
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other than a Government Rec'd 3:52 p.m. E 


Agency. (SECRET 0) 


UG 
EASTERN HEMISPHERE gy 
Secretary of State, DIVISION a 
Washington. AUG 2 9 194g) pe 
DEPARTMENT OF STATE ; 
2554, August 27, Noan . C roe 
FOR DEPARTHWENT LANDIS AND SECRETARY TREASURY x -; 


| 


EDDY £ D GUNTER. nics 
One. We agree that rate of interest on proposed 
Gellatly Hankey loan is excessive and suggestion will 
be made to Saudi Government to obtain sterling area x 
currency loan on more favorable terms either from 7 
Gellatly Hankey or elsewhere. crepes 2195,) August iv, 
7 pem. and paragraph 5 of 2262, August 23, 9 p.m.) It 
seems to us that possibility of obtaining loans itn 
Egypt and India shovld be considered. . There is also 
the possibility of obtaining a short term advencr from: 
Aramco. Any such loans should be vitwed as advances , 


on pilgrim revenues and secured by this income. 


tP6i 4 


TBIyUepyU0D rls 


Two. If as Buggested in cable 2195 we take the 
position that the 1944 pilgrimage revenues should not 


be utilized this year it will be necessary to make an 


Se, 


—2~ #2554, August 27, noon, from Cairo. 


upward revision in the subsidy program amounting to 

at least 15,000,000 riyals. This would be partially 
accomplish:d if it is decided to supply additional 
foodstuffs to Saudi Arabia under the subsidy program. 

To the extent that this is done it would seem that the 
1944 pilgrimage revenues would not have to be utilized 
during 1544 but could be reserved for expenditure in 
1945. The following operations would seem to be feasible; 
(A) Reserve part of 1944 pilgrimage revenues to meet 

1945 expenditure to the extent that any incrftases in 

the subsidy program result in increased income to the 
Saudi Government. (B) Floating short term loans to buy 
additional focdstuffs outside of subsidy program to be 
sold to pilgrims. (C) Floating short term loans now 

to obtain fortign exchange to sell on the Saudi market 

to the extent that such exchange can be sold on favorable 
terms. 

Three, Eddy will discuss this problem with Saudi 
officials as well as explain the 1944 budget as contem— 
plated in establishing the subsidy program when he reaches 
Jidda. 

Four. As you know, there has been a controversy 


with reference 


—S—~ #2554, August 27, noon, from Cairo. 


with reference to the 1943 pilgrimage revenues. These 
revenues were taken by the British as a partial offset 
to the indebtedness of the Saudi Government to the UKCC. 
Jordan has stated that this transaction was agreed to 
by the Saudi Government but the King has no recollection 
of the transaction and states in his reply relative to 
the Joint Supply program that he wishes the "British 
Government to refund to our Government last year's 
pilgrimage revenues either in gold or riyals according 
to the promise they made to us." In effect, unless 

the British are willing to reverse this transaction 

the Saudi Government utilized both the 1942 and 1943 
pilgrimage income against 1943 expenditures. Actually, 
wE consider there is good case for a reversal of the 
transaction but the British in the Middle fast show no 


inclination Even to Entertain such a suggestion. 
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i MEMORA DUM tw “nad 


His Majesty's Embassy has been instructed to inform the 


State’ Department that tly Hankey and Company are considering 


offering the Saudi Arabian Government a loan of L100,000 Sterling, 
to be secured by a lien on same or all of the pilgrimage tariff dues 
to be collected in sterling area countries. The matter has been 
discussed by the manager of the firm in Jedda and is now under active 
consideration in London. It is understood that the United States 
Minister in Jedda has also participated in the discussions there. 
The subject has not yet been broached with the Saudi Arabian Govern- 
ment. C 
2. The question of the interest to be paid on the loan has 
not yet bean settled, but is now being examined. The rate of inter 
est would depend partly on the duration of the loan. sal 


3. Tha Foreign Office has been glad to learn of the observer 


tions made on this subject by a member of the Near Eastern Division. 

w 
cs 
h 
August 17th. The Foreign Office agrees with the Department that, 


to a representative of the United Kingdom Treasury Delegation on 


as long as the United States Government and His Majesty's Government 
are providing the King with a subsidy, any loan by a private company 
should only be made by agreement with the two Governments. The 
Foreign Office has accordingly requested Messrs. Gellatly Hankey m 
and Company not to proceed with this proposal until furiier notice,” 
4e The Foreign Office does not however, agree with the 
Department's view that provision for extra supplies under the sub- 
sidy programme would have the same result as a loan and that — 
could provide a substitute for a loan. While London agree that Ibn 
Saud should, if possible,be prevented from spending in advance, 


possibly on unessential purchases, revenues he will need for his 


pho -6/15 4068 


country next year, they consider that the loan would provide Ibn 


Saud with the foreign exchange which he needs to purchase supplies 


/not 


é 


not covered by the subsidized supply programme. The projected extension 

of the latter would only supply the King with an increased amowmt of 

Seudi Arabian currency and not with foreign exchange. If Saudi kewbints 
commerce is ever to return to normal channels its merchants mist be able 

to purchase abroad and it is therefore essential that Saudi Arabia should 
be able to acquire foreign exchange. This is all the more necessary in 
view of our declared intention to reduce our joint subsidy next year. 
However, the Foreign Office feels that, unless we arrange for Ibn Saud to 
be assisted in this way he might turn to other lenders over whom we have 

no control. 

5. The present proposal therefore appears to be a good ome, especially 
as the sum involved only represents a small proportion of the total revenues 
likely to accrue from the pilgrimage. The Foreign Office will be glad to 
learn whether, in the light of these considerations, the Department would 


be prepared to reconsider its attitude. 


BRITISH EMBASSY, 
WASHINGTON, D.C. 


5th September, 1944. 


Ref erence is made to the Embassy's memorandum 
of September 5, 1944, stating that Gellatly Hankey ané 
Company contemplates offering the Government of Saudi 
Arabia a loan of 100,000 pounds sterling to be secured 
by a lien on some or all of the pilgrimage tariff fees to 
be collected in sterling area countries. 

It appears that the Embassy believes that this 
preposed loan is necessary to accomplish two distinct 
objectives: 

1. To provide the Saudi Arabian Government 
with foreign exchange for the purchase of supplies 
not eovered by the joint American-British supply 
progran. 

2. To provide foreign exchange which can be 
s0ld to private Arab merchants to stimulate the 
return of Saudi Arabia's commeree to normal channels. 
As to the first objective, it is hoped that the 

recent upward revision of the joint supply program will 


Bake 


<> 
CO 
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make it unnecessary for the Saudi Arabian Government to 
purchase additional supplies immediately. The annual 
pilgrimage is due to take place in the very near future, 
and presumably the collection of fees from prospective 
pilgrims has already commenced. If these fees are made 
available promptly to the Saudi Arabian Government as they 
are collected they should provide adequate foreign exchange 
te cover any governmental purchases which may become neces- 
sary. 

As te the second objective, the Department shares the 
desire of the Foreign Office to encourage the movement of 
trade through normal commercial channels. However, it is 
the Department's understanding that pilgrim tariff fees 
have not normally been a source of foreign exchange for 
private merchants. It is believed that in addition to the 
fereign exchange proceeds from commercial exports, now 
substantially curtailed, a major source has been the 
sovereigns brought into the country by pilgrims and spent 
by them for goods and services. The merchants then used 
the sovereigns to finance the importation of goods to 


replenish their stocks. It appears that the embargo on 


the 
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the expert of sovereigns from Saudi Arabis is interfering 
with this normal procedure. The Department would aprr eciate 
the views of the Embassy or the Foreigr Office as te how. 
thie difficulty can be overcome. It is not clear that the 
Gellatly Hankey and Company loan would provide an adequate 
solution. Even if it is determined that the pilgrim tariffs 
should be used to provide foreign exchange to merchants, it 
would appear that the collection of the tariffs is so close 
at hand that an advance against them should not be required, 

For the above reasons it is considered that the 
proposed lean is unnecessary, 

The Department sincerely appreciates receiving informa- 
tion from the Embassy regarding the proposed loan, As long 
as the American and British Governments jointly are furnish- 
ing economic assistance to the Government of Saudi Arabia, 
the Department considers that it would be undesirable if 
any Loan by a private company which Laveleee payment of 
interest or any other charge by the Saudi Arabian Government 
were to be made without prior consultation between the 
American and British Governments. The Department, however, 


dees not consider that the agreement of the two Governments 


should 
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should be necessarily a condition precedent to the con- 
clusion of such a transaction. 

In referring to the desirability of making foreign’ 
exchange available to Saudi Arabia, the Embassy states in 
ite mezorandum thet “this is all the more necessary in view 
of our declared intention to reduce our joint subsidy next 
year". In this connection it may be recalled that the 
Embassy stated in a previous communication to tne Department 
that "1t was agreed that the two Ministers should warn Ibn 
Saud that it was the hope of the U.S. and U.K. Governments 
that with increased revenues from the of1 company and with 
better economic conditions it would be practicable for the 
balance of supplies given away by the King without payment 
to be reduced in 1945". Although it is hoped that economic 
eonditions in Saudi Arabia will permit a reduction in any 
joint supply program for 1945, it is understood that both 
the American and British Governments have expressed a “hope“ 
rather than a “declared intention" in this regard. 
Department of State, 


» 
Washington, ~~ ie, aoe - 
; 
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CONFIDENTIAL 


No. be 


To the 


Officer in Charge of the American Mission, 
Jidda, 


The Secretary of State encloses for the information 
of the Officer in Charge of the American Mission copies 
of memoranda exchanged between the Department and the 
British Embassy in Washington regarding a proposal of 
Gellatly Hankey and Company to extend a loan of one 
hundred thousand pounds sterling to the Government of 
Saudi Arabia, 


Enclosures: 


1. Memorandum from the 
British Embassy 
Washington, D, 6, 
to the Department of 
State, September 5, 1944, 
2. Memorandum to the British 
Embassy from the Department 
of State. 
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CONFIDENTIAL 


No. S49 o 


To the 
Officer in Charge of the American Mission, 
Cairo. 


The Secretary of State encloses for the information 
of the Office of the American Director of Economic Operations 
in the Middle Zast copies of memoranda exchanged between 
the Department and the British Embassy in Washington re- 
garding a proposal of Gellatly Hankey and Company to extend 
a loan of one hundred thousand pounds sterling to the 
Government of Saudi Arabia. 


Enclosures: 


1. Memorandum from the 
British Embassy, 
Washington, D. C, 
to the Department 
of State, September 5, 
1944, 

2. Memorandum to the 
British Embassy from 
the Department of State. 
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DECLASSIFIED _ 
The Secretary of State. FO. 11652, Sec XP and SD om 


as May 3. vt a 
a NARS Date. 3 

As a result of a recent con ence between representatives 
of the War Department and Department of State concerning the various 
problems arising out of our relations vis a vis Saudi Arabia, it has 
becane apparent that the national interests of the United States can 
best be safeguarded by presenting to King Abdel Aziz Ibn Saud, through 
diplomatic channels, all of the requirements and desired concessions 
of the United States and at the same time informing the King of the 


nature of the assistance that can be given by the United States to 
Saudi Arabia. 





The Honorable, 





Dear Mr. Secretary: 


PY Le-Cl / is" s06e 


Both from a long and a short range point of view the most 
a important military interest in Saudi Arabia is oil and closely follow 
: ing this in importance is the right to construct airfields, the use 
ue fix of air space, and the right to make aerial surveys in connection 
| Lent [4 therewith. There are also a number of relatively minor matters that 
require consideration and determination at the earliest practicable 


LPs Vv 


once The King of Saudi Arabia, as a result of discussions with 
. y representatives of various War Department agencies during the past 
Te years, has requested directly or inferentially various types of 

2 q sas vtfeneaes These take the form of military supplies and equipment, 


} cluding aircraft, training missions, and engineering construction 
and technical services. 
$ti ae o Y 4, The assistance, however, has not been requested nor granted 
¢4! / “as a quid pro quo for any one of the above items specifically, but 3 
y 4b ch aid that has been given has been furnished on an individual 
f 


basis with the firm knowledge that any help to the King would serve 
both to promote good will and to enhance our position. It is rea- 
lized that it is necessary to complete action on the matters that 
have not been finally agreed upon and to make further concessions 
our interests are to be safeguarded. In order that you may have bex 
fore you all of the matters pending concerning Saudi Arabia, a list’ 


o 
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of these items have been tabulated in the attached inclosure. 


I would appreciate an expression by you of the views of 
the Department of State as to the means and methods which should be 
adopted in order to pramote and safeguard these interests of the 
United States in Saudi Arabia. Copies of this letter are being sent 
to the Secretary of Navy and to the Army-Navy Petroleum Board. 


Sincerely yours, 


Thr, k Vimar 


Secretary of War. 
Incls 
Brief re 
Saudi Arabia. 


— 


1OP SHCRET 


.LOP SHERET 


OF PRO. CAN ING SAUDI ARAB 


I. REQUIREMENTS AND DESIRED CONCESSIONS OF THE UNITED STATES. 


1. The right to construct airfields, including the construction 
of weather observation stations, emergency landing fields and other 
navigational aids. 


This would include the immediate construction of an airfield 
at Ras Tanura (Dhahran) to relieve the increasing congestion at Bahrein 
(Iraq Island). 


2. Permission to use air routes across Saudi Arabia and to use 
air space as needed. 


A direct route from Cairo to Dhahran would result in a sav— 
ing of over 200 miles on each flight. 


3. Permission to make aerial surveys of Saudi Arabia for the 
proposed air routes, fields, etc. 


4. Permission to exercise control of law and order, including 
trial by American judges, over all United States citizens, both 
civilian and military, located in the oil sections of Saudi Arabia 
and in the areas used by the Air Force. 





See letter dated September 30, 1944 on this subject. 


5e Oil for military use. 


The Department of State, the Navy Department and the Army- 
Navy Petroleum Board are familiar with the details concerning oil con— 
cessions and requirements, 


II. AID AND ASSISTANCE REQUESTED BY THE ann OF SAUDI ARABIA INCLUD- 
ING SUCH ASSISTANCE AS HAS ALREADY BEEN 


le. A military mission has been requested to train the Saudi 
Arabian Army and Airforce on modern lines. 


This mission would include training in the amms and services 
for the army and the training of pilots and mechanics for the airforce. 
It would be necessary tc send aircraft and other training aids in ad 
dition to the military personnel. (At the present time there is a 


TOP SHCRET 


FOR SECRET 


small United States Military Mission to the Saudi Arabian Army en- 
gaged in instructing technical services and this mission is sched 
uled to be discontinued on January 1, 1945.) The Department of 
State has requested in a letter dated October 5, 1944, that this 
mission be expanded and also to include the proposed Air Mission, 
and be continued after its expiration date of January 1, 1945. The 
Department of State further recommended one contiming mission of 
a permanent character is to be preferred to separate missions of 

a temporary character. 


It has been proposed that in the performance of this 
training mission, occasional air transportation for the King and 
his highest officials be undertaken and, together with further 
training in the United States for some of the advanced students, 
that all training equipment and planes used in the Mission should 
become the property of the Saudi Arabian Government. (An air 
mission to train each group of 10 pilots and necessary mechanics 
would represent an approximate outlay of $250,000.00 based upon the 
best available information. ) 


2. LendLease for military equipment and supplies for the 
Saudi Arabia Army has been requested and given. 


Saudi Arabia has been declared eligible for Lend-Lease 
and the United States is now engaged in sending military equipment 
on the basis of a 50-50 contribution by Great Britain. The Ameri- 
can canmitment is approximately 82% complete. Total amount of 
Lend-Lease to be furnished by the United States Government amounted 
to $1,100,093,23 of which $793,828.41 has been assigned according 
to the latest figures. In addition to the above, it is proposed 
that uniforms for 11,000 men be provided and these supplies be 
furnished on the same basis as the LendLease agreement. 


The King has also requested that: 


a. six transport aircraft, preferably 
C-47's, and four bombers be furnished; 


b. that a small arms plant capable of 
producing 45—-calibre and 7.9 m. 
cartridges be built; 

c. that certain roads of strategic im 


portance be either constructed or 
repaired; 


=e 
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that a survey of water supply points 
be made for improvement of existing 
ones or development of new water 
supply points, and that pipe be 
furnished for this water system; 


e. that certain radio commnication 
equipment be furnished; and 


f. that certain Inglish speaking natives 
be educated in the medical profession 
in the United States for service as 
medical officers in the Saudi Arabia 
Army. 


3. A request has been made for taxes or other revenues for 
the use of landing fields. 


The proposed airfields would be of some assistance to 
Saudi Arabia but such assistance would not equal the benefits that 


would accrue to the United States. Therefore, some further recan 
pense to Saudi Arabia will be necessary. 


4. Copies of surveys and charts prepared as result of aerial 
survey have been requested by the King of Sandi Arabia. 


The cost of these surveys would be approximately $85,000.00. 
5. Oil Revenue. 
No comment is made of this by the War Department as this is 


believed to be a matter within the purview of the Department of State, 
the Navy Department, and the Army-Navy Petroleum Board. 


-3- 
LOP SECRET 


TOP. SECRET Fil § —— 


, 


yr 
SECRET 
WAR DEPARTMENT 7 
Washington, D.C,\__ 


OCT 27 1944 


The Honorable, 
The Secretary of State, 


Dear Mr. Secretary: 


As a result of a recent conference between representa- 
tives of the War Denvartment and Department of State con- 
cerning the various problems arising out of our relations 
vis a vie Saudi Arabia, it has become apparent that the 
national interests of the United States can best be safe 
guarded by presenting to King Abdel Aziz Ibn Saud, through 
diplomatic channels, all of the requirements and desired 
concessions of the tnitea States and at the same time 
informing the King of the nature of the assistance that 
can be given by the United States to Saudi Arabia, 


Both from a long and a short range point of view 
the most important military interest in Saudi Arabia is 
oil and closely following this in importance is the right 
to construct airfields, the use of air space, and the right 
to make aerial surveys in connection therewith, There are 
also a number of relatively minor matters that require con= 
sideration and determination at the earliest practicable 
time, 


The King of Saudi Arabia, as a result of discussions 
with representatives of various War Department agencies 
during the past two years, has requested directly or 
inferentially various types of assistance. These take 
the form of military supplies and equipment, including 
aircraft, training missions, and engineering construction 
and technical services, 


The assistance, however, has not been requested nor 
granted as a quid pro quo for any one of the above items 
specifically, but such aid that has been given has been 
furnished on an individual basis with the firm knowledge 
that any help to the King would serve both to promote 
good will and to enhance our position, It is realized 
that it is necessary to complete action on the matters that 
have not beenfinally agreed upon and to make further con- 
cessions if our intereste are to be safeguarded, In order 
that you wg! have before you all of the matters pending 
concerning Saudi Arabia, a list of these items have been 
tabulated in the attached inclosure, 


I would appreciate an expression by you of the views 
of the Department of State as to the meane and methods 


which 
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which should be ted in order to promote and safeguard 
these interests of the United States in Saudi Arabia, 
Copies of this letter are being sent to the Secretary of 
Navy and to the Arnay~Navy Petrolewm Board, 















Sincerely yours, 
HENRY L. STIMSON 
Secretary of War 
Inol3 


Brief re. 
Saudi Arabia. 
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landing fields and other navigational aids. 


This would include the immediate construction of an 
airfield at Ras Tanura (Dhahran) to relieve the increasing 
congestion at Bahrein (Iraq Island). 


2. Permiggion to uge air routes across Saudi Arabia 


4 direct route from Cairo to Dhahran would result in 
a saving of over 200 miies on each flight, 


4. P t rois t of w_and ord 
ineluding trial by American judges, over all United States 
bo Vv ta cat 
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See letter dated Septemver 30, 1944 on this subject, 


5. O11 for military use. 


The Department of State, the Navy Department and the 
Aray-Navy Petroleum Board are familiar with the details 
concerning o1l1 concessions and requirements, 
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This mission would include training in the arma and 
services for the army and the training of pilots and mechanics 
for the airforce, It would be necessary to send aircraft and 
other training aids in addition to the military personnel. 

(At the present time there is a small United States Military 
Mission to the Saudi Arabian Army engaged in instructing 
technical services and this mission is scheduled to be 
discontinued on January 1, 1945.) The Department of State 


has 
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has requested in a letter dated October 5, 1944, that this 
mission be expanded and also to include the proposed Air 
Mission, and be continued after its expiration date of . 
January 1, 1945. The Department of State further recommended 
one continuing miesion of a permanent character ia to be 
preferred to separate missions of a temporary character, 


It has been proposed that in the performance of 
this training mission, occasional air transportation for 
the King and his highest officials be undertaken and, 
together with further training in the United States for 
some of the advanced students, that all training equinment 
and planes used in the Mission should become the property 
of the Saudi Arabian Government, (An air mission to train 
each group of 10 pilots and neceseary mechanics would repre- 
sent an approximate outlay of $250,000.00 based upon the 
best available information.) 


2. Lend-Lease for military equipment and supplies for 
the Saudi Arabia Army has been requested and given. 


Saudi Arabia has been declared eligible for Lend-Lease 
and the United States is now engaged in sending military 
equipment on the basis of a 50-50 contribution by Great 
Britain, The American commitment is approximately 82% 
completr, Total amount of Lend-Lease to be furnished by 
the United States Government amounted to $1,100,093,.23 of 
which $793,828.41 has been assigned according to the latest 
figures, fn addition to the above, it is proposed that 
uniforme for 11,000 men be provided and these supplies be 
furnished on the game basis as the Lend-Lease agreement, 


The King has also requested that: 


B& 91x transport aircraft, preferably 
Cuw47's, and four bombers be furnished; 


bk. that a small arms plant capable of 
producing 45~calibre and 7.9 mm, 
cartridges be built; 


Ge that certain roads of strategic im- 
portance be either constructed or 
repaired; 


a. that a survey of water supvly points 
be made for improvement of existing 
ones or development of new water 
supply points, and that pipe be 
furnished for this water system; 


es. that 


«i = 


@. that certain radio comaunication 
equipment be furnished; and 


Ie that certain Englieh speaking natives 
be educated in the medical profession 
in the United States for service as 
medical officers in the Saudi Arabia 
Army > 


5. A request has been made for taxes or other revenues for 
the use of landing fielés. 


The proposed airfields would be of some assistance to 
Saudi Ardbia but such assistance would not equal the bene 
fite that would accrue to the United States. Therefore, 
some further recompense to Saudi Arabia will be necessary. 
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The cost of these surveys would be approximately 
$85 ,000,00 oS 


5. O11 Revenue. 


No comment is made of this by the War Department as 
this is believed to be a matter within the purview of the 
Department of State, the Navy Vepartment, and the Army-Navy 
Petroleum Board, 
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‘My dear Mr. Secretary: 


the Secretary of the Navy. 


DE hr 


p/19 [59 


I refer to your letter of October 27, 1944, in 

which you request an expression of my views ag to the 

means and methods which should be adopted in order to 
omote and safeguard the naticnal interests of the 
nited States in Saudi Arabia. 


The initial steps which I consider should be taken 
to achieve thie end are described in the enclosed memo- 
randum, a copy of which is being transmitted also to 


It would be apprect@$@, therefore, if you would 


Gaurore me whether you concur in my view that this memo- 


\ 
qn a randum should be transmitted to the President as soon 


? 


4) 4 ‘ as possible, 


Sincerely yours, 


EF. B. Stettinius, Jr. 


Enclosure: 


8 /OR 


eA ' 1944P. 


Memorandum for the President, 
entitled “Proposals for the 
Extension of ng-Range Financial 
Assistance to Saudi Arabia", 


M. 


The Honorable 


\\ 


Henry Lewis Stimson, 
Secretary of War. 
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Provided you and the Secretary 
fof the Navy concur, I propose to address this memorandum 
of o the President. 
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November 3, 1944, 


SOME OBS:RVATICNS ON THE SAUDI ARABIAN 
PROBLEM 





The Department faces a dilemma with respect to 
Saudi Arabia, If the o11 concession should be lost 
for any reason, we will be charged with malfeasance 
by Congress. On the other hand, any move we recommend 
which involves use of government money to protect a 
concession belonging to one relatively small segment 
of the petroleum industry will be criticized by all 
the other competing segmente of the industry. If the 
government itself acquires a vested interest in the 
concession or a pipeline or refinery connected there~ 
with, criticism by the industry will be intensified, 
and the cry thst the government is getting into the 
oil business will attract the sympathy of the Congress 
and the general public, Yet the hard fact is that 
American privete oil interests abroad are at a dis- 
advantage when competing with British oil companies in 
which the British Government owns a direct interest, 
and to which the British Government gives direct 
financial support as well as diplomatic and military 
support. 


A decision as to procedure for the year 1945 is 
urgent, because much of whatever benefit to United 
States-Saudi relations can be gained by assistance to 
the King will be lost if he is kept waiting until mid- 
year, as happened in 1944, Because I am convinced 
that the dilemma outlined above cannot be easily and 
quickly resolved, I believe the Department should ask 
the President to authorize credit lend-lease to Saudi 
Arabia for the calendar year 1945, I believe the 
request should be made immediately after the election, 
and,if the President apvroves, Mr. Landis and Colonel 
Eddy should be instructed to proceed immediately to 
attempt to work out a joint supply praqram with the 
British, similar to that worked out this year, 


The 
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The British should be informed that the economic 
interests of the United States require that the 
supply program be reasonably satisfactory to the King. 
Our estimates indicate that nothing less than 
$16,000,000 is likely to suffice, If the British are 
unwilling to go along with a program of such dimen- 
Sions, we should inform them that they need put up 
only 50 percent of whatever amount they consider 
proper, but that we must insist upon our right to make 
up the balance of a $16,000,000 program. 


Saudi Arabia was declared eligible for credit 
lend-lease in 1944, and such lend=lease aid is being 
supplied to the extent of at least $7,000,000. An 
additional $3,000,000 is being advanced on a delayed 
reimbursable basis (silver bullion which must be repaid 
in kind within five years after the end of the war), 
This year, oil production has averaged 20,000 barrels 
per day. With new refinery capacity coming into 
operation, production should average 50,000 barrels per 
day during 1945. The location of this oil is such 
that it will be fully as useful against Japan as against 
Germany. Hence, it is difficult to see why Saudi 
Arabia should not be as eligible for lend-lease aid 
until the end of the Japanese war as it ig in 1944, 
Because of the effect of Arab welfare upon Moslem senti- 
ment in India, even the objective of keeping peace in 
the Arab world seems almost as valid during the 
Japanese phase of the war as it was in 1944, 


If the Japanese war is concluded by the end of 
1945, Saudi Government expenditures should decline sharply 
in 1946, and thereafter, and revenues should increase, 
s0 that the total deficit for five years should be no 
more than the deficit for a single war year, The five- 
year deficit probably will not exceed $15,000,000, and 
after five years the Saudi Government's budget should be 
in balance. If the big war deficits can be handled 
under lendelease, the oil company itself should have 
ample resources to render the neceessry assistance to 


the 
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the King in the early post-war years, by advancing 

him $15,000,000 without interest against future oil 
royalties, This procedure would give other Americen 
oil interests and the American Congress and tax- 

payer no ground for complaint. It would be a straight 
business deal, entirely in accord with the principles 
of American private enterprise. 


The cost to the company of such an advance would 
be the loss of interest on the average amount of the ad- 
vance outstanding until it was fully repaid. I am 
quite certain that the anticipated profit margins per 
barrel of oil on reserves estimated at anywhere from 
2.5 billion to 21 billion barrels will justify this 
relatively small addition to whatever investment the 
oil company may have to make in its Arabian undertakings. 
I believe that the oil company itself would prefer 
this procedure to one involving expenditure of the 
United States Government funds, with the adverse pub- 
licity and strenuous opposition which would almost 
inevitably accompany such expenditure, 


(Parenthetically, the proposals now under discus— 
sion in the Department, whereby the Navy would purchase 
options on oil and the Army would pay $10,000,000 for 
air rights, are objectionable for specific reasons in 
addition to the general objections which can be raised 
against any expenditure of government funds: 


(a) The Navy already has special agreements 
with Standard of California relating to oil re- 
serves in California, and if further agreements 
are made with the Arabian company, a Standard of 
California subsidiary, the charge may be made that 
the Navy is unduly favoring cne American oil group 
at the expense of others, 


(b) The amount paid by the Army for air- 
rights in Saudi Arabia may establish a precedent 
upon which other countries will base their demands 
for compensation for the granting of air-rights. 
It would be extremely unfortunate if the desire 
to provide funds to protect an oil concession were 
to lead to an over-valuation of airrights in 


Saudi 
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Saudi Arabia, thus establishing e standard of 
valuation for air-rights which might prove 
very costly to this Government in the long 
run, 


It should be recognized, however, that agreement 


by the oil company to take care of the temporary post- 
war operating deficit of the Saudi Government is only 
a partial anewer to the problem, for the following 
reasons? 


1. The King hae for many years been given 
financial help in crises directly by the British 
Government, Receipt of advances against royal= 
ties from a private American company will 
probably not create a feeling of gratitude on 
the part of the King towards the United States 
Government, similar to the feeling he has towards 
the British Government. There are reasons other 
than oil which make it desirable that this 
Government, as such, be on good terms with the 
King,the recognized leader of the Arab world, 

The political officers of the Department can 
explain these reasons better than I, but I am 
convinced that there is something to be said 

for their view that this Government must take 

a constructive interest in the problems of the 
Middle East, in a way beyond what can be expected 
from American private enterprisers in those 
areas, 


2. The King is deeply interested in the 
development of hie country, and feels that he 
cannot wait some ten years until hie operating 
budget is balanced and all his operating debts 
repaid. It will be to the definite advantage 
of this Government if the nomadic Arab tribes- 
man can be given a more settled means of exis- 
tence, Not only will it protect the American oil 
concession, but it will bring more stable 
political and military conditions in the vital 
Middle East areas which may otherwise become the 
breeding place for another World War, 


5. While 
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5S, While the budgetary difficulties of 
the Saudi Government are in large part the 
result of increased expenditures and decreased 
revenues arieing out of the war, the finances 
of the government are handled in a very back- 
ward and inefficient manner, The currency 
system, based on silver coinage, is out of step 
with developments throughout the rest of the 
world, and will create continued difficulties 
for the o11 company and all other enterprises 
undertaking to do business there. There is 
practically no banking system, The tax system 
is inadequate, and governmental accounting 
chaotic. 


The King sorely needs financial and economic ad 
visers, He has himself recognized this need. He 
cannot be expected to accept employees of the oil 
company as official advisers, even though the oil com- 
pany were advancing him funds, But if either the 
British or American Governments were providing funds, 
he would probably accept as advisers nationals of the 
countries supplying the funds, If the British Govern- 
ment should supply even a limited amount of funds, and 
the American Government should fail to do so, the King 
would undoubtedly eccept British advisers into his 
official family. The effect of this upon American capi- 
tal interests could be very adverse, yet it is a 
development which American private interests would be 
powerless to prevent, It may well be that this Govern- 
ment hae a responsibility for taking steps which Ameri- 
can private interests cannot take to protect American 
investments ebroad, even if it involves the temporary 
use of governmental funds, 


Accordingly, I think there is a good deal tote 
said for a development program financed with United 
States Government funds advanced against future royal- 
ties, contingent upon the establishment of an American 
advisory system. This would be particularly attractive 
if it can be shown that a moderate expenditure will 
create political and economic stability. It is not 
essential that the development be of a type which will 
produce its own means of repayment. The chief revenue 
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producing resource of Saudi Arabia is oil, and the 
objective should be to develop sufficient stability 
amongst the Arab tribesmen to guarantee the con- A 
tinuance of the oil concession and its efficient 
exploitation, producing royalties more than sufficient 
to repay all advances, 


There is one fact which must be kept continuously 
in mind throughout all consideretions of the problem 
under discussion. The Saudi Arabian venture will 
remain extremely vulnerable and unstable unlese and 
until an international agreement can be worked out 
which will provide for the orderly marketing of the 
world's potential oil production, I believe those who 
talk in terms of a battle for strategic military oil 
reserves between the United States and Great Britein 
misinterpret the true nature of the strugele over oil. 
From a military standpoint, 1 feel that British and r 
American holdings form a joint etrategic reserve, since 
I do not foresee that any war in the predictable future 
will find Britain and the United States on opposite 
sides, If the British covet control over Arabian oil, 
it ie for strictly commercial reasons, which apply as 
well to the American producers who do not share in the 
Arabian concession, Both the British and the American 
producers fear that an unregulated flood of low-cost 
Arabian oil will both reduce the market for their oil, 
and reduce the vrice of such oil as they can still 
market, thus reducing their profits and the value of 
their own oil holdings, It must be remembered that 
Arebian oil can probably be laid down even in New York 
harbor after the war on a cost basis which could dis- 
place a substantial proportion of the oil presently being 
delivered there, As long as this threat to world 
markets exists, Arabian o11 will be a target for British 
intrigue, and the object of constant surveillance by 
American oil producers and Congressmen from stater hav- 
ing a large number of independent oil producers. The 
stakes are large, particularly for the British, who 
have been counting on oil to bolster a weak balance of 
payment positions after the war, If the British 


controlled 


controlled Arabiar oil, they could limit its produc- 
tion in the interest of over-é1i profitable operation 
of all their petroleum entervrises, and those Ameri- 
can companies not participating in Arabian oil would 
probably benefit at the same time, even those which do 
not actually participate in British oil companies, 


It is my firm conviction that when so much is at 
stake, all the suggestions which have been advanced in 
the Department for buying the King's favor for a few 
millions of dollars will prove inadequate to guarantee 
either the permanence of the oil concession or its 
operation in an orderly and profitable manner, Arabian 
oil will remain the object of bitter contention between 
verious exceedingly powerful interests, the majority 
of which will be working to undermine the vresent posi- 
tion. The chances are “hat they will succeed in one 
way or another and that whatever advances either the 
oil company or the United States Government make against 
potential royalties will be lost. 


\’ 


The situation calls for statesmanship of the highest 
order, An international petroleum agreement sufficiently 
broad and binding to provide a reasoneble place for 
Arabian oil in the markets of the world ia absolutely 
essential to the peaceful working out of this problem, 
Granting the extreme difficulty of formulating an export 
quota system reasonably satisfactory to the producing 
enterprisers, the people of the producing countries, 
and consuming interests, every effort must be made to 
accomplish that job. 


There may be some who feel that there is not much 
hope of securing economic order through international 
agreement, and that we must take aggressive unilateral 
action now, But,because I believe that an effective 
international agreement is the sine qua non for the 
success of any program in Saudi Arabia, I urge that no 
action be taken which will prejudice the chance for such 
agreement. I feel strongly that of all proposals for 
procedure during 1945, continuation of our participation: : 
with the British in a joint supply program, with our 
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share supplied on credit lend-lease, is least likely 

to stir up international suspicion or domestic debate. 
Any move in Saudi Arabia which can be interpreted as 
having any kinship with the 1ll-feted pipeline deal, 

1s very likely to destroy the opportunity for friendly, 
unsuspicious discussion between netions, and create 

an unfavorable atmosphere of acrimonious debete in 
Congress and amongst our own business interests and 
the general public, 


Furthermore, I cannot believe that we will run 
eny serious risk or limit future action by maintaining 
the status quo during the year 1945. During that year 
the military, diplometic and economic influence of the 
United States will be at high tide, and I find it hard 
to believe that any foreign government will wish to 
incur our displeasure by steeling an oil concession or 
conducting serious intrigues looking toward that end, A 
It would seem that we can well afford to devote our 
immediate efforts to creating and maintiaining, both at 
home and abroad, an atmosphere favorable to the develop— 
ment of those cgreements among nations which can best 
guarantee the political and economic health of the 
world, 


It is nonetheless essential, of course, that we 
develop and hold in reserve a plan of action which can 
be put into effect expeditiously if the primary \» 
objective cannot be achieved, but we should entertain 
no illusions as to the success of secondary measures, 
or the repayment of their cost. 


FMA3PFMcGuire : rmk 


& 


ae oom 


. a 
: at Sy. 


| 


{ Pavaerr 


- Gat---—- ‘ 





o> f 
oF A 4 Chane C4 


sits oY awn 
vq ol 
November 7, 1944, 

CONCLUSIONS ON THE SAUDI ARABIAN PROBLEM 


This memorandum started out to be a summary of my 
memorandum of November 3, 1944, entitled "Some Observa- 
tions on the Saudi Arabian Problem", It has turned 
out to be a restatement of my thoughts on the subject, 
with elaboration of certain pointe. Certain of the 
background information in the November 5 memorandum has 
not been repeated. Those readers having the time to 
read both memoranda should read the November 3 memoran- 
dum first, Those who are particularly interested in 
formulation of a reply to Minister Eddy's recent telegram 
from Jidda, in which he requested a definite program 
for immediate transmittal to King Ibn Saud, should note 
the suggestions beginning on page of this memorandum, 


My conclusions on the Saudi Arabian problem may be 
summarized as follows? 


I. 


No measures taken by the United States Government 
alone can guarantee the permanent retention and profit- 
able exploitation of the oil concession in Saudi Arabia 
now held by an American company. An international 
agreement which will permit the orderly development of 
the world's oil resources is essential to the protection 


of American interests, the welfare of the Saudi Arab |: »- 


people, and the repayment of any funds which may be 
advanced ty the United States Government to the Govern- 
ment of Sauii Arabia against potential oil royalties, 
Progress towards international agreement should be the 
primary objective of the Department during the year 1945, 
and moves which may create suspicion either at home or 
abroad should be avoided, 


Lbs 
Proposals now under consideration for new types of 
United States Government assistance to the Government 
of Saudi Arabia, involving use of War and Navy Depart- 
ment funds, are almost certain to sir up aispicion 


abroad 
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abroad and create dissension within the American petro- 
leum industry, which will be reflected in Congressional ' 
and public debate. While these proposals may prove to 
be sound bases for future action, maintenance of the 
status quo is preferable for the present if at all poss- 
ible 


iil. 


During the year 1944, the United States and United 
Kingdom Governments participated in a joint program for 
supplying the essential needs of the Government of 
Saudi Arabia. The American share was provided via 
credit lend=lease. A similar program should be worked 
out as soon as possible for the year 1945, with one 
important proviso. If British ideas as to the total 
amount of essential supplies differ from ours, we should 
inform the British that our interests demand that the }: 
program be adequate and reasonably satisfactory to King 
Ibn Saud, We should take the position that the British 
need provide only half of the amount they consider ade= 
quate, while we will provide the balance up to the 
amount we consider adequate, 


If the Foreign Economic Administration expresses 
any disinclination to supply credit lend—lease to Saudi 
Arabia for the year 1945, the Department should ask the 
President to authorize it specifically. The total re- 
quirements, which we should be ready to supply, if neces- 
sary, will probably total $16,000,000. The British will 
undoubtedly wish to participate, probably to the extent 
of half of the total amount, 


It is essential that eligibility of Saudi Arabia 
for credit lend-lease be confirmed immediately after the 
election. We cannot afford to gamble on the working out 
of alternative measures, which will unquestionably take 
time. Much of the benefit of the 1944 program was lost 
because it was not worked out until mideyear. We must 
not repeat that error, 


IV, For 
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For the years following the end of the Japanese 
phase of the war, the British may not wish to partici- 
pate, Or, depending upon the nature of agreements 
reached in the international petroleum field, it may 
be advisable to eliminate British participation if it 
can be accomplished amicably. 


The amount of assistance necessary to cover the 
Saudi Arabian Government's operating deficit will probably , 
not exceed $20,000,000 for the entire five-year period 
following the war, At the end of that period the bud 
get should be in balance, and a surplus should appear 
thereafter, as oil royalties increase, assuming that a 
place has been made for Arabian 011 in world markets, 


The Arabian American O11 Company should itself pro- 
vide for this operating deficit, by advancing funds to 
the King against future oil royalties, The amount 
required (some $20,000,000 over a five-year period) will 
be well within the capacity of the company (or its parent 
companies) and will represent a minor addition to a 
total amortizable investment which, from all present 
indications, will be small relative to the huge potential 
production. 


Some officers of the Department, impressed with the ‘ 
military and economic importance of Arabian oil to the 
American people as a whole, believe that it is the 
responsibility of the’ United States Government to provide 
funds to the Saudi Government to protect the American 
oil concession from British or other foreign intrigue. 


The value to the American people of sole possession 
of this particular oil concession by an American private 
company rather than by British interests is, I believe, 
considerably less than these officers think, from either 
a military or an economic standpoint. But whatever the 
extent of the "national interest", it is at present 
merged with a very great private interest, it 186 
feature of the private ente se system, of which 
Americans are justly , that tMe ifterests of the 
American people, both at home and abroad, are entrusted 
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, to private entreprencurs. In return for the risks 

an sponsibilities ey bear for production of the 
goods of peace and of war, they are permitted to re- 
tain profits over and above interest on capital in- 
vestment, As long as the Arabian American 011 Company 
remains the sole beneficiary of the huge potential 
profits from Arabian oil, I believe that company can be 
expected under the American private enterprise system 
to provide risk capital to the extent of its financial 
capacity, appealing, if necessary, to the open capital 
market, 


Although foreign operations may entail costs of a 
different type from those characterizing domestic 
operations, it must be assumed that there are offsetting 
advantages. In this particular case, there is every 
indication that, after allowing for the prepayment of a 
relatively small portion of total potential royalties, 
the per barrel cost of Arabian oil will still be amongst 
the lowest in the world, and that that o11 may well com 
pete in American markets against oil produced by domes- 
tic comp*snies, without benefit of subsidy, I think the 
Department will be treading on very dangerous ground if 
espousee a doctrine that the "national interest" justi- 
fies ise of government funds to support operations of 
American private companies abroad which compete with 
operations of other American private companies at home, 


Vv. 


However, I would modify what has just been said to 
this extent, If the Export-Import Bank should desire to 
assist the Government of Saudi Arabia in the development 
of agriculture, highways, and other permanent improve 
ments benefiting the Arab people, I see no reason why it 
should not undertake to do seo, as it has in the case of 
many Latin American countries, The precedent for such 
development programs is well established, and they have 
been approved by the American people both on humanitarian 
grounds and as a stimulus to imerican exports, Assuming 
that the safety of the concession from foreign intrigue 
and the marketability of a reasonable quantity of Arabian 
oil can be assured by international agreement, future 


\ 


oil 


oll royalties should provide adequate security for the 
return of whatever funds the Bank might advance for 
practical development projects. 


The fact that the 011 company might benefit in- 
directly from the stabilization and development of the 
Arabian economy would be only incidental, and might 
therefore escape adverse comment, Certsin very real 
benefits might accrue to the American people which could 
not be gained for them by the 011 company. The prin- 
ciple that American entrepreneurs act as agents for the 
national interest as well as their own is, I believe, 
very important, but there are limits to wat such 
private agents can accomplish in the international sphere. 
Friendly political relations between this Government 
and the Arab world may play an important part in the 
maintenance of world peace, Extension wf the development 
principle may do much to improve and stebilize economic 
and political conditione in a part of the world which 
may otherwise be the breeding place for another war, 


A private 011 company is not likely to be the 
most capable avent for the carrying out of irrigation or 
highway projects. In fact, it has been found that even 
the United States Government cannot undertake such pro=- 
jects directly without getting into political difficul- 
ties, But it should be possible to formulate a plan 
whereby the local government vill retain control, but 
will hire American technical advisers to supervise the 
expenditure of Export-Import Bank funds, It is also 
probahle that, in return for the promise of United States 
Government assistance in the development of his country, 
King Ibn Saud will accept American economic and finan= 
cial advisers into his official family, where they will 
be able to bring some order into his fiscal affaires, 
reduce waste, increase tax collections, improve the 
accounting system, and thus assist in balancing his 
operating budget, 


MINISTER EDDY'S REQUEST FOR IMMEDIATE ASSURANCES 
TO KING IBN SAUD 


Minieter Eddy strongly urges that King Ibn Saud of 
Saudi Arabia be given immediate definite assurences that 
he can count upon the United Ststes for his essential 
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current needs, and also for an early start towards the 
development of his country. Minister Eddy feare thet if. 
te King is not given such assurances, he will tend to 
lean towards the British, who have helped him in past 
crises, and may even transfer the oil concession to 
British interests, 


I coneider it highly unlikely that the King will 
actually cast his lot with the British with such finality, 
since he should realize that the British desire his oil 
more to prevent its immediate development than to stimu- 
late it. He should know also, from experience, that the 
British, even when they were better off financially than 
they will be after this war, have shown no interest in 
improving the economic status of the Arab countries, If 
they were to do anything substantial for Saudi Arabia, 
all the other countries in the British sphere of influence 
would clamor for the same benefits, and it is difficult 
to see how Britain will be in any position to accede to 
such demands, considering the huge sterling claims already 
outstanding against her. I do not believe the King is 60 
naive as to throw away all chances of American help even 
though it has not, and may not in future, be quite as 
speedy or generous as he may have anticipated, 


I also believe that if the Department were to make 
clear to the British that the American people will not 
countenance transfer of the concession to British interests 
at least during the lend~]ease period, and will hold the 
British responsible for unfriendly intrigue if the King 
should ask for such a transfer, we need have no real fear 
of the British for the next year or two. The British 
are the only possible competitors for the time being. 


However, I see no reason why the King cannot be 
given quite substantiel assurances in the near future, 
along the following lines? 


1. If FEA ie instructed by the President to make 
credit lend-lease available during 1945 (and preferably 
for the duration of the Japanese War or the life of the 
Lend-Lease Act) up to the full amount of Saudi Arabia's 
essential needs, the King can be assured that his needs 
will be met reg: dless of the British attitude regarding 


economy, 
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economy. The weakness of this year's supply program 
was the insistence upon exact 50-50 sharing, which 
required us to conform to the British economy standards, 
For 1945 we should insist upon the right to set the 
standard, leaving to the British the decision as to 
what extent they wish to conform, 


2. If a clear understanding can be reached between 
the Department and representatives of the Arabian Ameri- 
can Oil Company as to the respective roles of private 
and governmental capital in Saudi Arabia, there need be 
no more doubt or confusion regarding the source of funds 
for the operating expenses of the Saudi Government after 
the expiration of Lend-Lease, There is not the slight- 
est doubt that the oil company and its parent companies 
would advance the relatively small amount of funds 
required during the early postewar years, even if no 
help is forthcoming from the British, Of course, the 
attrectiveness of any type of capital investment in 
Arabian o11 will depend upon the success or failure of 
international negotiations regerding the orderly develop— 
ment and marketing of the world's petroleum reserves, 
for which the Department must accept responsibility and 
lebor intensively, Also, the privete oil company's role 
will be more clearly defined if it can be agreed that the 
Government will undertake its share of the responsibilities, 
as suggested in the next paragraph. Governmental parti- 
cipation in a development program will undoubtedly con- 
tribute to the political stability of King Ibn Saud's 
Government, and hence make the oil concession more secure. 
Also, it is through governmental participation that the 
placement of American financial advisers may be achieved, 
which, in turn, should tend to reduce the budgetary 
deficit to be financed by the company, 


3. A development program is essential to round out 
the picture, It will be the "clincher" so far as the 
King 1s concerned, since he is genuinely interested in 
improving the welfere of his people as soon as possible, 
It will be a particularly effective promAmerican argu= 
ment with the King, because it will demonstrate the dif~ 
ference between the American and British approaches to 


the 


~b= 


the problems of back-ward nations, and emphasize the 
greater capacity of America for providing continuous and 
constructive material assistance, 


It may be difficult to get a firm commitment from 
the Export-Import Bank until the amount of funds to be 
at ites disposal in the post-war period has been deter- 
mined, But it should be possible to get sufficient 
agreement in principle to permit the giving of assurances 
to the King that the United States Government is actively 
interested in making Saudi Arabia the scene of its first 
development undertaking in the Middle Hast, Unfortunate- 
ly, shortage of shipping and supplies may prevent the 
undertaking of actual projects until the end of the 
Japanese war, but the King will understand that the 
British will be in a similar, if not worse position, I 
believe the King would be convinced of our good inten- 
tions if, along with our firm stand vis-a-vis the British 
on a supply program, and assurance of American support 
of his post-war operating budget, we were to send to Arabia 
a high-grade technical mission to survey the country's 
development needs and formulate definite projecte, Active 
discussion can also be begun with Saudi authorities as to 
the type of development organization they desire, and we 
can make considerable political capital out of our desire 
to give the Arabs substantial control over their own 
organization, 
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I believe the above program will fully protect Ameri- 
can interests, while running the least possible riak of 
another "pipeline" explosion, Any repetition of the type 
of public controversy which accompanied the pipe..ne 
episode will hendicap the formulation of a general United 
States policy towards foreign investment, lessen the 
possibility of international agreement on petroleum »proe 
blems, and last but not least, convince the King that he 
cannot depend upon either the Arabian American O11 Company 
or the United States Government to protect his interesta 
in the international petroleum poker game. 
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Office Memorandum ¢ UNITED STATES GOVERNMENT 


TO 


FROM 


SUBJECT: 
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FMA - Dr. Phelps 
FMA - P., F, McGuire 


I heve received information, by what can best be 
characterized as the "grapevine", that the Office of 
Near Eastern Affairs has submitted a memorandum to the 
Under Secretary recommending Departmentnl support for 
the purchase by the Navy of $37,0CC,COO worth cf Seudi 
Arebiean oil and payment by the Army of $20,000,000 for 
air righte in Saudi Arabia, You will note that thie 
Approximately doubles the figures previously recommended, 
It 18 my understanding that the total of $57,000,000 
is the estimated amount necessary to keep the Saudi 
Arabian Government's operating budget in balance for the 
next five years on the assumption that wartime conditions 
as to supply and shipping will continue undiminished in 
the Middle East until the end of 1947 (estimate prepared 
by Divielon of Territorial Studies). However, in the 
memorandum to Mr. Stettinius, no mention wes made of the 
latter aesumption, or of the possibility that if the 
war with Japan should be concluded earlier, the amount 
of budgetary assistance required by the Saudi Arabien 
Government might be substantially less. Apprrently, if 
eogreement was reached now on these figures and the war 
should end feirly soon, there would be no way to redwe 
the commitment and the Saudi Government might have 
$20,000,000 or $30,000,000 extre. Yet the same memorandum 


alro recommended en Export-Import Bank Development Program, 


It ia interesting to note that, to the Officers of 


NE, the value of air rights appears to be a direct function 


of the quantity of financial assistance required by the 
Saudi Government, and to have little, if any, relationship 
with economic, value of air righte as euch to the United 
State* Government, 
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TO 


FROM 


SUBJBCT: 


andum ¢ UNITED STATES GOVERNMENT 





Mr. CollAdo PATE:November 16, 1944 


We talked about the question of Saudi Arabian 
financing at the chief's meeting today. As a result 
Mr. Haley is sending a memorandum which I have prepared 
(there may be some revisions) to the Chief of NE with 
the suggestion that a representative of ECA, in addition 
to Mr. Raynor, participate in all discussions and be 
allowed to bring in other officers of ECA when their 
advice and counsel is particularly needed. Mr. Haley 
called me after the meeting and said he wished to send 
it on immediately so the memorandum was prepared and was 
send on to him in draft form a hour or so ago. It was 
tentatively decided that representatives of FMA would be 
assigned to this task. 


In reference to your other questions, I will speak 
to Ferguson about the Lend-Lease aspects of this matter. 
It is my present understanding that FEA does not wish to 
continue Lend-Lease after the present year. We have not 
talked with the Eximbank about possible loans. It would 
be premature to do so in my opinion. NE is thinking of 
the possibility of an Eximbank loan for some time in the 
future - not in the immediate present. 
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Nov. 16,1944, —— 


To : FMA - Mr. Phelps 
From 3: FMA - Mr. Luthringer 


Subject: SAUDIA ARABIA 


Although Pete sent ‘the 
attached to me, I believe 
that you have been much 
Closer to this matter during 
recent weeks than I have and 
would be in a better position 


to answer it. 


G@l— 
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FNA:GFLuthringer: 8ST 


SUBJECT mncleses liet of itene te de considered nc constituting 
the joint Anglo-American subeidy to Sandi Arabia during 
1944. 


For the original paper from which reference is taken 


I a teat hc in te nbd 9 ete cnc as 
(Despatch, telegram, instruction, letter, etc.) 
Dated ._.1e¥,,20,2844—— | British Eubassy 
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closely paraphrased be- Dated November 23, 1944 . 
fore being communicated 
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Secretary of State, : Tab Gadde held) i 
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4 
Sow Washington. . 


wi le 
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10325, November 23, 7 Ppem. 


pote tae VTA 


A letter dated November 23 has been received 
from the Foreign Office in connection with the ape 


pointment of a financial adviser to TIhbn Saud. (See 
SIO". SO Pegeraot, FZ. 2 /F 
Embassy's 5768, July 21, 6 pem.). After referring 
ot iE YEA -;mMa Ew Ceo Ss 
( to "Tbn Saud's request to His Majesty's Government" 





( to provide him with a Sunni Moslem financial adviser, (>) 


the letter continues: 


"In response to Ibn Saud request, the Government 
of India, who were asked to assist in finding the 
right man, proposed the name of Zahid HysSain, a Sunni 


Moslem, who now occupies the post of Financial Commise 





sioner of Railways. The Government of India strongly 





c, 
a 


i recommended Zahid Hussain as an officer who is in 
H 
! 


every way well-fitted for the proposed appointment. 





DCR - ECA Unit 


iw | ft's now six months since Zahid Hussain'ts 2. 
ov 


; rt first suggested for the appointment and the rove ug~ 
<o 
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ment of India are now, very naturally, press 


definite deci si fit 
GQ 








=24#10325, November 23, 7 pem. from Londons O82 


definite ieclaton, We should like to be able to tell 
them if possible before the end of November that we do 
not propose to proceed further in the matter or else 
that we are proposing Zahid Hussaints name to Ibn Saud. 
On looking over the previous correspondence re= 
ferred to above, it seems to us possible that there may 
have been some misunderstanding in the Department regard- 
ing the nature of the proposal, It is not intended that 
there should be anything in the nature of a tfinancial 
mission! to Saudi Arabia, and indeed we consider that 
there would be objections to anything of that sort, as 
being likely to create difficulties for Ibn Saud by 
arousing local criticism against him for having delivered 
himself and his country into the hands of the foreigner 
and the proposal is that Zahid Hussain should be the 
servant of Ibn Saud, not of the British Government; that 
he should be paid by Ibn Saud; and that he should in 
fact merely perform, but more efficiently, the functions 
now exercised by those members of Ibn Saudts administra- 
tion who are respansible for giving him financial advices 
Nor need the Department have any fear lest Zahid Hussain's 
appointment should be only a first step towards the ap- 
pointment of a financial mission corresponding to the 
Miilspaugh financial mission in Iran. Zahid Hussain 
might possibly take with him one or two Indian clerks, 


but there would 
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but there would be no question of providing him with 
colleagues as assistant financial advisers, 

It may interest the State Department to know that 
we ourselves have had some hesitation about proceeding 
with this proposel. We have some doubt whether, under 
present conditions in Saudi Arabia even the best and 
most tactful financial advice is likely to be accepted, 
and put into practice, in such 4 way as to give sub- 
stantial results. Moreover, it seems only too likcly 
that a foreign financial adviser would incur much 
unpopularity, which would perhaps heve its effect upon 
Saudi Arabia's attitude towards foreigners in general. 
Again, the financial adviserts activities would almost 
certainly bring him into conflict with highly-placed 
Saudi Arabian officials, especially with those who have 
been guilty hitherto of lining their own pocketse 

As against these disadvantages, there are various 
arguments in favor of complying with Ibn Saudts requeste- 
In general, we feel that it is in the best long term 
interests of Saudi Arabia that the country should have 
experienced financial advice during the startling devel- 
opments which are now taking place during its transi- 
tion from the purely tribal stage to that of a modern 
ond prosperous oil-bearing state. We know, morcover, 


that Ibn Saud 


-4=-#10325, November 23, 7 peme from London. 


that Ibn Saud is dissatisfied with his present financial 
experts, and we believe that he has good reason for . 
dissatisfaction. Consequently we think Ibn Saudts re- 
quest is very sensible, and we should be rather reluctant 
to turn it down now that the Government of India have 
produced the right man. And finally, it is, we think, 

in the interests of both the United States and British 
Governments, as well cs in that of Ibn Saud, that the 
latter should derive the best advantage from the subsidy, 
the pilgrimage revenues and the oil royalties. On the 
whole Guserore, we are inclined to proceed with the 
proposal provided that the State Department scc no 
objection. 

We shall, therefore, be glad if you would be so 
good as to telegraph to Washington and find out whether, 
on full yetlestiun, the State Department would be pre- 
pared to agree to our putting forward Zahid Hussain's 
name to Ibn Saud, or whether it is their vicw that we 
should tell the Government of India that we have decided 
not to proceed any further with the proposal," 

In conclusion, the letter states that in view of the 
delays that have inevitably occurred in London in cone 
sideration of this question, the Foreign Office hesitates 
to press the Embassy but it would be very grateful for a 
reply by end of November or if that is not possible, as 
scon as practicable, 
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In addition to writing up my conversation 
with Senator Wagner, would you please be good 
enough to write up, for the record, my meeting 


with you, Mr. Murray, and Mr. Rayner? 
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DEPARTMENT OF STATE 


Memorandum of Conversatioi 


DATENovember 25,1944. 


SUBJECT: FINANCIAL ASSISTANCE FOR SAUDI ARABIA, 


PARTICIPANTS: Mr, Stettinius, Acting Secretary; 
Mr. Murray - NEA; 
Mr, Charles Rayner - ECA; 
Mr, Alling - NEA. 


COPIES TO: 

















The Acting Secretary received Mr, Murray, Mr. Rayner, and me, 
in order to hear the results of our recent discussions with the 


Navy Department on the question of financial support for King Ibn 
Saud. 4 


Mr, Rayner explained that Mr. Keith Kane, the Special Assistant 
to the Secretary of the Navy, had informed him and me that it was 
the feeling of the Navy Department that it would be undesirable to 

roceed on the proposed basis of purchasing 011 reserves in Saudi 
abia or making a contract for the option to purchase o1l supplies. 
Mr, Kane felt that any such plan would meet with the concealed, if 
nos the open,opposition of the Secretary of the Interior, Moreover 
such a plan would bring about strong opposition from the petroleum 
industry which would oppose the idea of purchasing petroleum in 
foreign countries rather than in the United States. 


I explained to the Acting Secretary that in view of this feeling 

on the part of the Navy Department, I had told Mr, Kane that the 

only other solution seemed to me to be a direct approach to the = 
President and the Congress requesting an appropriation with which o 
to meet the financial requirements of the Saudi Government, until 
such time as its income from 011 royalties and other sources would@® 
produce a balanced budget. I thereupon outlined briefly the prop 

sal in the attached memorandum to the President and asked the Act 


Secretary 
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Secretary to read the three final recommendations. The Acting 
Secretary said that he would go along with these proposals, 
provided it was made clear in item one that the funds appropriated 
for this purpose were not appropriated to the Department of State. 
In this connection the Acting Secretary pointed out the reluctance 
of Mr. Hull to have such appropriation made to the Department. It 
was suggested that the reference to the Department in the first of 
the recommendations to the President be eliminated. The Acting 
Secretary accepted this suggestion. 
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Department weuld appreciate reeeiving yeur comments aa) 
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as seen as possible en the fellewing telegram just reeeived oO 
“TI 
frem Lenden: Lane . 
pm (n 
QUOTE 10325,/ November 23, 7 peme ms 
™~s 
A letter dated November 23 has been received from _ 
the Fereign Office in cenneetion with the appeintment of a 4 
N) 


financial adviser te Ibn Saud. (See Embassy's 5768, July 21, ()! 
6 p.u.). After referring to INNERQUOTE Ibn Saud's request : 
te His Majesty's Government END INNERQUOTE to previde him 

: with a Sunni Meslem financial adviser, the letter continues: 

3 IMNERQUOTE In response to Ibn Saud request, the 

7 Government of India, whe were asked to assist in finding 


a 
the right man, prepesed the name ef Zahid Hussain, a Sunni 2 
: Meslem, whe now eecupies the post ef Financial Commissione 19% 









Zahid Hussain as an efficer whe is in every way well-fitt 
: fer the preposed appointment. It's now six months si 





Zahid Hussain's name was first suggested for the appein 
and the Government of India are now, very naturally, preedibe 
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fer a definite decision. We sheuld like to be able te tell 
them if pessible before the end ef Nevember that we de not 
prepese te proceed further in the matter or else that we are 
preposing Zahid Huseain's name to Ibn Saud, 

On leeking ever the previous cerrespondence referred 
te above, it seems to us possible that there may have been 
some misunderstanding in the Department regarding the nature 
ef the preposal, It is not intended that there should be 
anything in the nature of a QUOTE financial mission END 
QUOTE to Saudi Arabia, and indeed we consider that there 
would be objections to anything of that sort, as being likely 
te ereate difficulties fer Ibn Saud by arousing lecal criticien 
againet him fer having delivered himself and his country 
into the hands ef the fereigner and the prepesal is that 
Zahid Hussain should be the servant of Ibn Saud, net ef the 
British Government; that he sheuld be paid by Ibn Saud; and 
that he should in fact merely perform, but more efficiently, 
the functions now exercised by those members of Ibn Saud's 
administration whe are responsible for giving him financial 
advice, Nor need the Department have any fear lest Zahid 
Hussain's appointment sheuld be only a first step tewards 
the appeintment of a financial mission cerreaponding te the 


PREPARING OFFICE TO BE TRANSMITTED 
WILL INDICATE WHETHER 
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Millspaugh financial mission in Iran, Zahid Hussain might 
possibly take with him one or twe Indian clerks, but there 
would be no question ef providing him with colleagues as 
assistant financial advisers, 

It may interest the State Department te know that we 
ourselves have had some hesitation about preceeding with 
this prepesal, We have some doubt whether, under present 
conditions in Saudi Arabia even the best and most tactful 
financial advige is likely to be accepted, and put into 
practice, in such a way as to give substantial results, 
Moereever, it seems only tee likely that a Cavaien financial 
adviser weuld incur much unpepularity, whieh weuld perhaps 
have ite effect upon Saudi Arabia's attitude towards 
foreigners in general, Again, the financial adviser's 
activities weuld almest certainly bring him into conflict 
with highly-placed Saudi Arabian officials, especially with 
these who have been guilty hitherte of lining their ewm 
pockets, 

As against these disadvantages, there are various 
arguments in faver ef complying with Ibn Saud's request, 
In general, we feel that it is in the best leng term 
interests ef Saudi Arabia that the ceuntry should have 
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develepments which are now taking place during ite transitien 
frem the purely tribal stage to that of a modern and presperous 
eil-bearing state, We know, moreover, that Ibn Saud is 
Gissatiefied with his present financial experts, and we 
believe that he has good reason for dissatisfaction. Con- 
sequently we think Ibn Saud's request is very sensible, and 
we sheuld be rather reluctant toe turn it down now that the 
Government of India have preduced the right man, And finally, 
it 16, we think, in the interests of both the United States 
and British Gevernments, as well as in that of Ibn Saud, that 
the latter should derive the best advantage from the subsidy, 
the pilgrimage revenues and the eil royalties. On the whele 
therefore, we are inclined to preeeed with the preposal 
provided that the State Department sse no objection. 

We shall, therefore, be glad if you weuld be se geed 
as te telegraph te Washingten and find out whether, en full 
reflection, the State Department weuld be prepared te agree 
te eur putting ferward Zahid Hussain's name te Ibn Saud, er 
whether it is their view that we should tell the Government 
ef India that we have decided net te preceed any further 
with the preposal, END INNERQUOTE. 

In conclusion, the letter states that in view ef the 
delays that have inevitably eccurred in Lenden in consideration 
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ae Washington, 


ef this question, the Foreign Office hesitates te press 
the Embassy but it weuld be very grateful for a reply by 
end ef Nevember or if that is not pessible, as seen as 
practicable, UNQUOTE. 
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Secret | November 27, 1944 


SPE 


ASSIST THE SAUDI GOVERNMENT IN CONNECTION WITH A 
UNITED STATES PROGRAM OF TEMPORARY AND LONG-RANGE 
ECONOMIC ASSISTANCE TO SAUDI ARABIA 


PARTICIPANTS 
Mr. Mikesell Treasury Department 
Mr. Gunter Treasury Department 
Mr. McGuire FMA - State Department 
Mr. Moose NE - State Department 
Mr. Yale TS - State Department 


Place of Meeting - Treasury Department 
Time of Meeting - November 25, 1944 
2 pem. to 4:30 p.m. 


I. SUBJECT UNDER DISCUSSION 


The question of establishing a Central Bank or a 
Currency Board in Saudi Arabia was discussed. The 
conclusion was reached that it is neither necessary nor 
advisable at this time to urge the creation of either 
a Central Bank or a Currency Board. It was thought that 
plans for temporary assistance to the Saudi Government 

d for long-term economic development could be 


jisuccessfully introduced without either of these 
. instrumentalities. It was thought also that the currency 


situation had ameliorated sufficiently so that the 
establishment of a paper currency was no longer a press- 
ing necessity. Furthermore, it was said that during the 
war period with the arbitrary controls over the world 
monetary systems and with the restrictions on ths sale 
and shipment of silver, it would be inadvisable to create 
a& paper currency in Saudi Arabia. 


It was, however, agreed that it would be advisable 
to establish in Saudi Arabia a Financial Agency as a 
Saudi Governmental agency to regulate and control certain 
financial matters of interest to both the Saudi 
Government and tne United States Government. The 
functions of such a Financial Agency were discussed in 
some detail. 
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II. A SAUDI GOVERNMENTAL FINANCIAL AGENCY 

It was proposed that the United States Government, 
on presenting to the Saudi Government a plan for 
temporary financial and economic assistance and for a 
long-term program of economic development, should urge 
upon Ibn Saud the necessity for the creation of a 
governmental Financial Agency to which the United States 
Government would assign a financial adviser or advisers. 


III. THE FUNCTIONS OF THE FINANCIAL AGENCY 

In the discussion which followed, certain proposals 
were made in regard to the functions of the Financial 
Agency. 


1. The Control of Foreign Exchange 


It was suggested that the Financial Agency 
should have exclusive control of foreign exchange 
and that it should be the instrumentality through 
which the United States would supply the Smdi 
Government with silver riyals. 


It was proposed that the Financial Agency 
should be granted the authority to buy from and 
sell to Saudi merchants, bankers, and money 
lenders, foreign currency and foreign exchange. 


It was suggested that the Saudi Government 
should make it illegal for Saudi nationals to 
deal in foreign exchange outside of Saudi Arabia 
and that all transactions in foreign exchange 
should be a monopoly of the Saudi Government 
operated by the Financial Agency or its authorized 
agents. The Treasury representatives stated that 
in their opinion a monopoly of foreign exchange 
transactions operated in the interests of the 
Saudi Arab people as a whole could accomplish 
most of the immediate objectives contemplated in 
discussions of a currency board or central bank. 
Mr. Mocse doubted the effectiveness of foreign 
exchange control unless a Saudi paper currency 
is established or Saudi Arabia is able to spend 
its entire foreign exchange receipts for 
importing commodities or precious metals. 
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ne Budgetary and Comptroller Functions 


It was suggested that the Financial Agency 
should have the functions of a bureau of the budget 
and of a comptroller of accounts. It was proposed 
that the Financial Agency should have the function 
of drawing up annual statements of governmental 
receipts and expenditures and of submitting to the 
Saudi Government annually a budget for the follow- 
ing year. It was thought that such a budgetary 
statement would be useful in estimating in advance 
the annual deficits during the period of temporary 
financial assistance. 


It was proposed also that the Financial Agency 
should act as a comptroller of accounts and 
introduce a suitable accounting system for govern- 
mental receipts and expenditures. 


3 Advisory Function 


It was proposed that the Financial Agency 
should act in an advisory capacity to the Ministry 
of Finance in matters pertaining to the collection 
of taxes and, in general, to currency and fiscal 
affairs. 


4. Currency Reforms 


It was suggested that the Financial Agency 
should be authorized to study the currency 
question with the ultimate aim in view of establish- 
ing a Saudi national currency. It was also 
suggested that the Financial Agency be granted 
limited authority to issue paper money on an 
experimental basis in anticipation of the estab- 
lishment of a Saudi national currency. 


5. Banking Facilities 


It was suggested that the Financial Agency 
should promptly investigate the question of the 
advisability of securing authority from the 
Saudi Government to regulate foreign private 
banking agencies in Saudi Arabia. It was 
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suggested that one or more such banking agencies 
might act as the fiscal agent of the Saudi 
Government, as the repository for zovernmental 
funds, and carry on foreign exchange operations 
for the Financial Agency as its designated agent. 


IV. GENERAL OBSERVATIONS 


It was thought that if the British Government 
wished to associate itself with the United States 
Government in the plan for temporary financial assist- 
ance and long-term economic development on a 50 = 50 
basis, it might insist on British representation in 
the Financial Agency. It was, however, agreed that if 
the British Government did not desire to associate 
itself in the general plan for economic assistance to 
Saudi Arabia, the United States should urge, on a 
unilateral basis, its proposals to the Saudi Government 
for temporary and long-term economic assistance and tor 
a Financial Agency. 


It was thought that if the Financial Agency shoula 
find it advisable to operate through private banking 
firms, then it might be necessary to operate through 
both American and British firms. 
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To the 


Officer in Charge of the American Mission, 
London. 


The Secretary of State encloses for the informa- 
tion of the Officer in Charge of the American Mission 
a communication dated November 1, 1944 from the United 
Kingdom Delegation to an official of the United States 
Treasury Department suggesting the discontinuance of 
convereations relating to Saudi Arabian currency matters, 


The Secretary of State also encloses a copy of a 
memorandum of conversation dated November 27, 1944 be- 
tween officials of the Department and of the Treasury 
Department concerning the nature of a financial institu- 
tion designed to assist the Government of Saudi Arabia. 
The conversations described in this memorandim were 
purely exploratory in character and suggestions made 
in the course thereof were merely tentative, Neither 
the Department nor the Treasury Department has reached 
any decision regarding the advisability of suggesting 
a financial agency of the type discussed or regarding 
the functions which should be performed, The suggestions 
regarding exchange control in particular are of a pre- 
liminary nature and will be the subject of further 
consideration. 


Enclosures: pst ade oa 


, 1. Letter from the United 
Kingdom Treasury Delegation, . Vee 
November 1, 1944, to the 
United States Treasury 
Department. 


2a “7 CR " 2, Memorandum of Conversation, 
November 27, 1944, entitled 
“9445 "Conference on the Nature 


-”. of a Financial Institution ; 
to Assist the Saudi Government 
in Connection with a United 
States Program of Temporary 
and Long-Range Economic 
Assistance to Saudi Arabia", 
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—buthringer feels that t eX 
et Pri should point out very pf 
clearly that the conversation al 
betwean Treasury and State officials 
was only a working, level discussion 
of possible functions of a financial 
agency. The discussion was explora- 
tory in nature, and any sugprestions 
made were highly tentative. Neither »~ 
the Department nor Treasury has 
reached any decision regarding the 
advisability cf sugyesting a 
Financial Ayency of the type dis- 
cussed, or regarding the functions 
it should perform. The suggestions 
regarding exchange control in 
particular are of a very preliminary > 
nature and much further thought 
must be given to them. The memoran- 
dum is sent for information only, 
on a confidential basis. Comments 
will, of course, be welcomed, ) 
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UNITED KINGDOM TREASURY DELEGATION 
November 1, 1944 


Mr. BE. Me. Bernstein 
United States Treasury 
Washington, D. C. 


My dear Bernstein: 


Saudi Arabian Currency Proposals 


You will remember that we last discussed this difficult subject at 
a meeting in your office on the 4th August. 


I sent the Treasury in London a note summarisin;, the main points which 
emerged from our talk, and have since been waiting for their reactions. 


I have now had a letter which indicates that while the authorities 
in London a,.preciate very much the attention which has been given to 
this question by the U.S. Treasury and the State Departasnt, they fear 
that there are still very substantial points of divergence between the 
London view of how a currency board for Saudi Arabia should function and 
the views which were put forward on behalf of the Treasury and the State 
Department at our meeting. London points out that a currency board on 
the lines envisaged at the meeting would be quite different from any of 
the currency boards existin,, within the sterling area, particularly in 
so far as the board would be empowered to buy and sell foreign currencies, 
to hold silver, to exercise exchange control powers, and to issue silver 
rials if necessary at the present fineness, 


No doubt we should find that if the question were further discussed, | 
some, at least, of these divergencies could be successfully reconciled. | 
But the present view of the authorities in London is that the situation 
in Saudi Arabia has recently chanjed to an extent which makes it unnecessary| 
for us to proceed at present to give up time for further discussions on | 
this subject. ‘They point out that the proposal to establish a currency 
board for Saudi Arabia envisages two consequent advantages: - 


(a) to make possible the payment of a subsidy to the Saudi 
Arabian Government without further provision either of silver or of gold, 


and (b) to ease the burden of the financing of the annual pilgrimage. 


It is now thought, however, that these ends have been secured 
by outside means — thus, following upon our recent agreement with you, 
thesubsidy is now paid in godds and the question of the means of payment 


no longer has the same importance, while as regards the pilgrimage, the 
position has been altered by the provision of silver rials by the United 
Sates on se md by the fact that sufficient acceptable asdia for 
aixchange into rials appvar to be available for pilgrims in the sterling 
area countries. 








In these circumstances London suggest that we should not pursue 
further at present the proposals for the establishment of a Saudi Arabian 
Currency Board. 


I should beglad to know in due course whether you agree with 
the conclusions which London reached. I would add that Colin Crows has 
been visiting Lomdion ani has been discussing the question there. He will 
be 








returning to Washington wery shortly and will be available for consulta- 


tion if you would like to have a talk with us. 


Yours sincerely, 


/a/ ¥. lee 
PF. GQ. Lee 
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Charge Department: 


AMLEGATION , 


JIDDA, (SAUDI ARABIA). 
26] 
FROM FEDERAL RESERVE BANK OF NEW YORK 


FOR THE MINISTER OF FINANCE OF THE KINGDOM OF SAUDI ARABIA 


On November 24 we received $300,000 from The 
National City Bank of New York New York by order of 
Arabian American O11 Oompany San Francisco California 
and $75,000 from Saudi Arabian’ Mining Syndicate Ltd 
which in accordance with inetructions received from 
United States Treasury Department we as fiscal agent 
of the United States have credited to accounts on our 
ooks as follows? 

$225,000 to His Majesty the King of Saudi Arabia, 
Special Dollar Account 
$150,000 to His Majesty the King of Savdi Arabia, 


Current Account, 





a$ 23 se 
SAB Si prcosrat 11/28/44 (lr) 


yysce-il/is° 4063 


CROSS-REFERENCE FILE 


NOTE 


SUBJECT 


890f.51/12-144 


Lend-Lease riyals for {oudi Foreign Missions were specifically 


included as only cash items, for Saudi Arabia 


For the original paper from which reference is taken 


See AGMHB) 
(Despatch, telegram, instruction, letter, etc.) 
Dec. 1, 1944 F 
ON a nes » Saudi Arabia _ 
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Ae I have very little background 
on which to base advice to the Secretary 
with regard to this Saudi Arabian 
Financial Question, it will be helpful 
if you will look through the appended 
draft memorandum for the President 
and let me know if you think it ia all 
right, 


Joseph C. Grew 


FE: JCG:AY 


DEPARTMENT OF STATE 


THE SECRETARY 


a 


December 7, 1944 


Ae 





I would greatly appreciate it if 


you would review the attached and give 
me the benefit of your advice qm it. 
I am not certain whether the matter has 
been gone into in the economic side of 7 
our Department, but there have been many 
conversations on it with the Army and 


Navy . 
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Attached is a draft of a memorandum on the Saudi 
Arabian financial question which we discussed briefly 
with you a few days ago, This memorandum has been dis= 
cussed informally with officers of the War and Navy 
Departments and we believe that it is acceptable to 
the Secretary of the Navy. We have not yet received 
an informal clearance from the War Department, 


If the memorandum meets with your approval and 
if the War and Navy Departments have no further 
informal suggestions to make regarding its form and 
content, we would propose to send it formally to 
both Departments in order to obtain the official 
approval of the two Secretaries, 


@ 


Wallace Murray 
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TOP SECRET 


MEMORAN"UM FOR THE PRESIDENT 


Subject: Provoosals for the Extension of 
Long-Range Financial Assistence 
to Saudi Arabia. 


In a memorandum from the 3ecretary of Stste datalAnril 32, 
1944. which you apvroved, it was recomnrended that lend-lease 
funds be used for the extension of increased economic : ssist- 
ance to Saudi Arabia «nd that subsequently Congressional 
approval be soureht for the provision of direct financial id. 


Largely because of watine conditions, Sau.i Arabia is 
experiencing budgetary deficits. These may be expected to 
continue for the next few years until o11 royalties and a re- 
vival of normal trade provide sufficient sources of revenue 
to meet essential zovernmental exnenditures. Meanwhile 
Saudi Arabia is dependent for survival upon helpv from abroad, 
If such help is not orovided by this Government, undoubtedly 
it will be supolied by some other nation which might thus 
acouire a dominant vosition in thrat country inimicsl to the 
welfare of Saudi Arsbia and to the national interest of the 
United States. 


An American national interest, basically strategic in 
character, exists in Saudi Arabia fcr the following reasons: 


1. A strong and independent Saudi Arrbian 
Government in the Near Hast, where two great world 
mowers come in contact, is iess likely to 

fall victim to war-breeding agpressiou than 

a weak and disintegrsting state vulnerable 

to economic and volitical nenetration. 


2. The vast oil resources of 3audi Arabia, 
now in American hands under a concession 
held by American nationale, should be safe- 
guarded and developed in order to reduce 
the nossibility of excessive demands uvon 
Western Hemisnhere sources. 


5. The military authorities urgently desire 
certain facilities in Saudi Arabia for the 
prosecution of the war, such as the rigtt to 
construct militany sirfields and flight privi- 
leges for military darcraft en route to the 
Pacific war theater. 


King Ibn Saud 


min 


King Ibn Saud has incicated that he orefers to rely upon 
the United States for the assistance his country needs and 
that he would adovt a much more indevendent attitude toward 
third countries if he were assured thit this Government wil) 
extend adeouate aid on a long-range basis. This cannot be 
done through lend-lease (a) bécause the Foreign Economic 
Administration is unwi]ling to continue it beyond the present 
fiscal year; ard (b) because there is no assurance in any case 
that lend-lease would be available on a long-range basis. 


Your aporoval is resuested of the following stepvs to te 
taken in order to enable this Governm nt to ®xtend adecuate 
long-range assistance to Saudi Arabia for the vnurnose of af- 
fording orotection to the American national interest in that 
country andof obdtaining wartime facilities urrently needed 
there: 


1. That the Congress be recuested to apvorovriate 
funds:for use in meeting the urgent financial 
requirements of Saudi Arabia to the extent deemed 
necessary by the Secretary of State; 


2. That the 3ecretary of State inform the President 
of the Export-Imnort Rank that you desire the Ban 
to make a commitment in orincivle of its intention 
to extend, after the necessary study, a development 
loan to finance long-range vrojects for the improve- 
ment of economic conditions and living standards 

in Saudi Arabia; 


So. That the military authorities, after consulta- 
tion with the Department of State, give immediate 
consideration to such vrojects as it may be aivisable 
for them to undertake vromotly in Saudi Arabla in 
order to vrovide interim agistance by means of 

such measures as the construction of airfields and 
related installations, the disnatchr of training 
missions and eouiloment, ani the construction of 
strateric roads, together with other facilities. 


the 
The Secretaries of War -nd/Nsavy concur in the foreroing 
provosals. 


Secretary of State 
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I have discussed item (3) in the second paragraph 
of the underlying propos@d telegram to Jidda with 
Messrs, Luthringer and Phelps of FMA and Mr. Winant 

of LA. We feel that it is unwise to suggest a “dual 
budget" for Saudi Arabia at this time. We cannot 
imagine the British accepting a proposal that any part 
of Saudi Arabia's limited revenues, actual or 

potential, shall not be availsble for meeting operat- 
ing expenses so long as the government's operating 
budget is showing a deficit which must be made up by 
other governments. We are also sure that if this 
Government were to have to devend on Lend-Lease funds 
for our share of the supply program for 1945, FEA 

would not agree to exclusion of any revenues when com 
puting the size of the supply program. If part of the 
revenues were set aside for development, and the supply 
program were thereby increased, the net result would 

be the same as using Lend-Lease funds for development 
purposes, which we know is contrary to Lend-Lease | 
policy, 


We suggest, therefore, that item (3) be stricken 
from the second paragraph, If any reply is to be made 
to Minister Eddy's suggestion in this regard, it should 
be in a separate paragraph, probably inserted just 
before the present last paragraph, and running roughly 
along the following lines: 


"Department does not (repeat not) consider 
it practicable at this time to suggest exclusion 
of any part of limited revenues of Saudi Govern 
ment from subsidy computations. British would 
almost certainly refuse, and if it should prove 
necessary to rely on Lend-Lease funds to finance 
American participation, it would be contrary to 
the Lend-Lease Act to use Lend-Lease funds to 
replece revenues reserved for development, since 
Lend-Lease funds cannot be used for development 
purposes directly. 
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"However, in view of the difficulty of 
estimating in advance the amount of royalties 
which will accrue from production during the 
calendar year 1945, you are authorized to 
insist that if allowance for increased royal- 
ties is made in estimating subsidy requirements, 
it be agreed that the subsidy will be revised 
upward towards the end of the year if and to 
the extent that increased royaltiee do not 
materialize," 
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Secretary of State 


ashington 


360, December 5, 9 a.m. a. ; » H 
Jorden told me todey (RELEGIs Kee December 2, 
10 a.m.) that Gibson advised Eastern Bank to ewsoit 
action by National City Bank before they decide 
whether to open branches in Saudi srabia. 

cv Jordan again urged conference on 1945 subsidy 


EF thi eae 


/ ; Y f 
2 which I again deferred (RELEG's 552 5, ovémber 24, 







ra AN fs ror 4 4 
om.) He repeatedly inquired why net since cver 
supply program summary has been received from 


SC, Cairo. I repeated that 1 am awaiting instruc- 


Gert favors cutting subsidy substantially to eliminate 
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eplLt altogether in two or three years to force Saudi 
“~——~““egonomies to belance their own budget. I replied 
that speaking personelly I believe we should discuss 


their budget with them and agree with them what bud- 
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w-2- #560, December 5, 9 a.m. from Jidda 
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ro posal to Aiseuss Saudi budget with Saudi officials 
on specious grounds "that would be an unwarranted 
infringement cf their sovereign right mke their own 
independent budget". (RELEG's 354, November 28, 

9 a.m., paragraph four). 


EDDY 


5 em Kft 
PARAPHRASE OF TELEGRAM RECEIVED /x//v¥ 
fur 
FROM: American Embassy, Jidda 
TO: Secretary of State, Washington 
DATED: December ©, 1944 
NUMPER : 360 


CONFIDENTIAL 
I was told by Jordan tcday that Gibson advised the Eastern 
Bank to await for action by the Nation: 1 City Bank before they 
decided whether to open b-anches in Saudi Arabia. (See Legation's 


cable of December 2, No. 358). 


Again Jordan urged conference on 1945 subsidy which I again ss 

_ 

deferred (see Legation cable of Novembse 4, No. 552). He 4 
repeatedly ased why not since over all supply program summary = 


has been received from MESC, Cairo. I repeated that I am waiting ae 
for instructions clarifying the general situation. It was stated —& 
by him that he favors cutting the subsidy substantially in order = 
to eliminate it altogether in two or three years to farce Saudi 
economies to balance their own budget. I answered that speaxing 
personally I think we should discuss their budget with them and 
agree with them what budget figures should be balanced. Again 

he rejected the proposal to discuss the Saudi budget with Saudi 
officials on specious grounds "that would be an unwarranted 


infringement of their sovereign right to maketheir own independent 
budget”. 


« Bw 
See Paragraph 4 of Legation's cable dated November 28, 
1944, No. 354. 
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Washington 


US URGENT 


Raxter, hcad of Eastern Department of Foreign 


Office, told us today that Government of India was 


pressing for a reply on question of financial advisor 
25, VF Dette} 
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r added that an early reply from us in this 
uld be very much appreciated. 
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SECRET 
No, Af 


To the 
Officer in Charge of the American Mission, 
Jidda. 


The Secretary of State encloses for the informa- 
tion of the Officer in Charge of the American Mission 
a communication dated November 1, 1944 from the United 
Kingdom Delegation to an official of the United States 
Treasury Department suggesting the discontinuance of 
conversations relating to Saudi Arabian currency matters. 


The Secretary of State also encloses a copy of a 
memorandum of conversation dated November 27, 1944 be- 
tween officials of the Department and of the Treasury 
Department concerning the nature of a financial institu- 
tion designed to assist the Government of Saudi Arabia. 
The conversationsdescribed in this memorandum were 
purely exploratory in character and suggestions made 
in the course thereof were merely tentative, Nefher 
the Department nor the Treasury Department has reached 
any decision regarding the advisability of suggesting 
a financial agency of the type discussed or regarding 
the functions which should be performed. The suggestions 
regarding exchange control in particular are of a pre- 
liminary nature and will be the subject of further con- 
sideration. 


The comments of the Officer in Charge of the 
American Migsion in regard to this matter would be ap- 
preciated, 


Enclosures: , 
1, Letter from the United ee 
Kingdom Treasury Delegation, 4. 


November 1, 1944, to the 
United States Treasury 
Department, 

. 2. Memorandum of Conversation, 
November 27, 1944, entitled 
"Conference on the Natwe 
of a Financial Institution 

“oy, to Assist the Saudi Government 

+t in Connection with a United 

States Program of Temporary 

and Long-Range Economic 

Assistance to Saudi Arabia". 
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In reply to your letter of December 13 enclosing a :memo- 


randum for the President entitled "Proposnls for th 


e exten- 


sion of long-ringe financixl assistence to Saudi Arebia," 


you are hereby advised that I concur in the proposels cmbodied 


in such memorandum «nd in your view thet it should 


mitted to the President ss soon as possible. 


Sincerely yours, 


The Honorable 
The Secretary of St:.te 
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TOP SECRET 
My dear Mr, McCloy: 


I refer to Mr. Stimson's letter of December 19, 
1944 expressing concurrence in the view that the 
memorandum containing proposals for the extension 
of long-range financial assistance to Saudi Arabia 
be transmitted to the President at the earliest nos- 
sible date, As you know, the President has exnressed 
his approval in principle of the recommendations con- 
tained in this memorandum, and it is pronosed at an 
early date to take up with Congress the possibility 
of aprrovriating funds for use in meeting the urgent 


financial requirements of Saudi Arabia. 


> 


Meanwhile, it is suggested that the anvronriate oe 
authorities in the War Department be authorized to 


give immediate consideration, in consultation with ei 
the Department of State, to such projects as it may 


be advisable for the military authorities to 


undertake\ 
promptly in Saudi Arabia in order to provide interim 


q 


/ 
. 


assistance of the character described in the memorandum 


approved by the President, 
Sin¢erely yours, 


For the Secretary of State: 


James C, Dunn 
diese Assistant Secretary 


The Honorable 
John J, McCloy, 
Asaistant Secretary of War. 
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The Honorable, 






The Secretary of State. 


Dear Mr. Secretary: 


I have your letter of December 13, 1944, with 
enclosure, proposing a plan for extension of long range 
financial assistance to Saudi Arabia as a method of protect— 
ing the national interests of the United States in that 
countrye 

This plan appears to be in consonance with the 
views of the War Department as expressed in my letter of 
October 27, 1944, and would seem to be an effective method 
of instituting the initial action for attaining our desired 
objectives. 


This Department, therefore, concurs in your views 
that the proposed memorandum should be transmitted to the 
President at the earliest practicable time. 


Sincerely yours, 


‘one an —_". 
aon ecko 


Secretary of War. 
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There are attached for your signature, if you 
approve, two memoranda addressed to the President 
regarding Saudi Arabia. 


The first memorandum contains thi2e proposals 
with regard to the extension of assistance to Saudi 
Arabia. Both the Secretary of War and the Secretary 
of the Navy, in signed communications to you, have 
expressed concurrence in the propoagals contained in 
this memorandum and in the view that it should be 
transmitted to the President as soon as possible, 


w/oa 
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Te13089 


In view of the urgency and importance of this 
matter, it is hoped that you will be able to hand 
A ‘aie memorandum to the President personally. 


At the time this memorandum is given to the 
y President, it is ving Hommage that you remind him that 
¢ he has expressed to ing Ibn Saud a desire to visit 
Am the King and inform him that the King, according to 
v A)’ the former Minister Resident at Jidda now in Washington, 
expects the President to visit him should the President 
travel in the vicinity of Saudi Arabia. The second ( 
Wwe memorandum has been prepared for you to leave with ‘ 
NS my the President in connection with the possibility of 
\ y such a visit, 


Xr 
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Wallace Murray 


Attachments: 

Le Memorandum for the Fresident 
entitled "Proposale for the 
Extension of Long-Range Financial 
Assistance to Saudi Arabia." 

Le Memorandum for the President 
entitled “Expectation of King Ibn 
Saud of a Visit by the President", 
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DEPARTMENT OF STATE 
WASHINGTON 


December 22, 1944 


MEMORANDUM FOR THE PRESIDENT 





Subject: Proposals for the Extension of Long 
Renge Financial Assistance to Saudi 
Arabia 


In «4 memorendum from the Secretery of State dated 
April 3, 1944, which you approved, it was recommended 


that lend-lease funds be used for the extension of in- y 
creased economic assistence to Saudi Arabia and that ae 
subsequently Congressionsl sapprovel be sought for the 
provision of direct financial aid. 


Largely because of wartime conditions, Saudi 
Arabie is experiencing budgetary deficits. These 


may be expected to continue for the next few years aS 
until oil royalties and a revival of normal trade oo 
provide sufficient sources of revenue to meet essen- a 
tial governmental expenditures. Meanwhile Saudi Arabia "ey 


is dependent for survival upon help from abroad. If 
such help is not provided by this Government, undoubted- 
ly it will be supplied by some other nation which might ; “ 
thus acquire a dominant position in that country inimi-~ 

cal to the welfsre of Saudi Arabia and to the national 

interest of the United States. 


Na 
An American national interest, basically strategic “sn 
in character, exists in Saudi Arabia for the following 
reo.sons: 
a | 
1. A strong and independent Saudi es & 


Arabian Government in the Near Fast, where 
two great world powers come in contect, is 
less likely to fall victim to wer-breeding 
aggression than e weak and disintegrating 

state vulnerable to economic and political 
penetration. 


! 
a) 
! 


2. The vast oil resources of Saudi Arabic, 
now in American hands under 2 concession held by 
American nationals, should be safeguarded and de- 
veloped in order to supplement Western Hemisphere 
oil reserves as a source of world supply. 


3. The military authorities urgently desire 
certain facilities in Seudi Arabie for the prose- 
cution of the war, such as the right to construct 
military sirfielcs and flight privileges for mili- 
tery sircraft en route to the Pacific war theater. 


King Ibn Saud has indicated that he prefers to rely upon 
the United States for the assistance his cowtry needs and that 
he would adopt a much more independent attitude toward third 
countries if he were #ssured that this Government will extend 
adequate aid on o long-range basis. This cannot be done through 
lend-lease (a) beceuse the Foreign Econimic Administration is un- 
willing to continue it beyon the present fiscal yeer; end (b) 
because there is no assurance in eny case that leni-lesse would 
be svailable on = long-range basis. 


Your spprovel is requested of the following steps to be 
taken in order to enable this Government to extend adequite 
long-range assistance to Saudi Arabie for the purpose of sfford- 
ing protection to the American national interest in that coumtry 
and of obtasinin; wartime facilities urgently needed there: 


1. That the Congress be requested 
to appropriate funds for use in meeting 
the urgent financial requirements of Saudi 
Arabia to the extent deemed necessary by the 
Secretary of State: 


2. That the Secretary of Stete inform the 
President of the Export-Import Bank that you desire 
the Bank to make e commitment in principle of its 
intention to extend, after the necessary study, de- 
velopment loans to finance long-range projects for 
the improvement of economic conditions and living 
standards in Saudi Arabia; 


3. That the military authorities, after 
consultation with the Department of State, give 
immediate consideration to such projects as it may 
be advisable for them to undertake promptly in Saudi 


Arabia in order to provide interim assistance 

by means of such measures as the construction 

of airfields and related installations, the dis- 
patch of training missions and equipment, and 

the construction of strategic roads, together with 
other facilities. 





The Secretaris of War and the Navy concur in the fore- 
going proposals. 


S@P SECRET 





SUPPLEMENTARY NOTE TO MEMORANDUM FOR THE PRESIDENT 
ENTITLED "PROPOSALS FOR THE EXTENSION OF LONG-RANGE 
FINANCIAL ASSISTANCE TO SAUDI ARABIA", 





It cannot be stated with certainty at this time 
the funds which will be needed to meet the urgent 
financial requirements of Saudi Arabia, It is es— 
timated, however, that the budgetary deficits of the 
Saudi Arabian Government will continue for approximately 
five years, If the war should continue for several 
years more and if the return of normal trading con- 
ditions should be delayed unduly, the maximum sum to 
meet these deficits is estimated at $57,000,000, Should 
the war end in the near future, and should more favor-— 
able economic conditions obtain, only about $28,000,000 
will be needed, A reasonable expectation, however, is 
that the sum of $43,000,000 will suffice to meet these 
budgetary deficits over a five-year period until Saudi 
Arabia becomes financially self-sufficient, 
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are about to convey the foregoing information to 

the King, in as much as he has continued to discuss 
American affairs privately with Saudi Arabian officials 
(RE LEGS 352,/ November 24, 3 p.m.) as illustrated 
particularly by his private discussion with the Deputy 
Foreign Minister regarding the radio station matter. 
(RE LEGS 349,/November 21, 1 p.m.) 

Shortly prior to the appointed time of your 
private audience with the King, the Department proposes 
to inform appropriate british officials in Wasnington 
(1) of the general nature of the message you are going 
to convey to the King, and (2) that you are not advis- 
ing your British colleague thereof because of his 

wapparently deliberate failure to cooperate with you 
rz regarding similar matters. You should therefore 
ee inform the Depertment ss soon as vossible of the date 
of your proposed audience with the King in order that 
British officials in Washington may be informed at the 


proper time. 
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officials in Washington are informed of the nature of ao oO 
message you are about to convey to the King. 
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WSM: 


In his 383 Bill Eddy refers to our telegram 
drafted last Saturday telling him not to in- 
form Jordan of what he is about to tell the 
King. Apparently he has construed this in- 
struction as abrogating the joint instructions 
of last July to both the American and British 
Ministers telling them to cooperate. Of course, 
we intended our telegram of last Saturday to 
apply only to the particular matter at hand. 


{ 
Bill Eddy is suggesting in his 352 that, N 
in telling the British why he has not informed © 
Jordan, we broaden our base to include the 
further explanation suggested in paragraph 2 ~ 
of his 383, ay) 


In the last paragraph of his telegram he “ 
sugges the American and British Minis- ft. 
tere ath ach the Saudi Arab Government jointly, 
only with respect to the particular commodities ! 
in the Joint supply program and to other ns 
matters pertaining to this program alone, as ™ 
distinguished from other matters outside the 
joint supply program relating to financial or ' 
economic assistance, : 
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oy N 
E op colleague thereof because the agreement to communicate “J 
ge jointly has been one-sided in 19%4 and will not be cerca 
Bea in 1945 because (A) British have privately advised Saudi 
aps Government against United States proposals such as 
Ped radio station and airdrome; (B) British Minister at x 
ait Jidda in private communications with Saudi Government euaes 
presumed to define and deny American need for better 
™ 


conmunications (C) British have failed to act on 


Department's request for transfer of Jordan, barrin® nigh 
= 

n> 

=z 
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confidence in joint communications cannot exist. 


I sugsest above emendation because Jordan seg&ms 
— 
hav @& : 
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~2- #383, December 27, 10 oom., from Jidda. 


have had official support and our dissatisfaction is, 
with Foreign Office os well as with him. If Jordan alone 
is blamed, he may react by sabotaging ‘SC services and 
shipping to Saudi Arabia, creating obstacles in supply 
which might be difficult for us rapidly to offset be~ 
cause of lack of USCC facilities this arta. Furtiitrmore, 
I believe in any case promis:s to make communications 
jointly should be restricted to proposals re minimum 
joint subsidy programs and not limit our freedom 
reproposals beyond such program (2=2L:GS 352, iiovember 24, 
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Secretary of State 


‘Washington 
”) 
391, December 29, 6 pem, 4 
Yusuf Yassix assured me today audience with King Mi, 
cannot (repeat not) be earlier than Tuesday January 2 “al 
(RELEGS 537 December 286, 3 pem.) also told me that * 
meeting with King Farouk will be after Egyptian Parlia~ ? 
ment opens about January 20. ns 
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Ter_ SECRET AND PERSUNAL 
Dear Bill: 


With reference to your letter of December 7, 
1944, I enclose for your strictly confidential and 
personal information a copy of a memorandum to the 
President entitled “Proposals for the Extension of 
Long-Hange Financial Assistance to Saudi Arabia", 
together with a copy of a supplementary note thereto, 
The President has expressed hia approval in princinle 
of the proposals contained in this memorandum, and it 
is expected that Congress will be requested to appro- 
priate the necessary funds as soon as possible after 
i4t convenes early in January. Meanwhile ve expect to 
discuss development loans with the Export-Import Bank 
and interim development projects with the War Department, 


There is also enclosed for your strictly con- 
fidential and personal information a cony of another 
memorandum to the President entitled "Expectation of 
King Ibn saud of a Visit by the President". The 
President has expressed interest in this proposal, 
and it is expected that he will arrange to see the 


King at the appropriate time if it 1s possible for 
him to do so, 


There is also enclosed in strict confidence a 
copy of a letter dated December 11, 1944, from the 
Secretary of the Navy describing the nature of the 
interest of the Navy Department in Saudi Arabian matters. ® 
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It is hoped that the Department's recent tele— 
gram authorizing you to inform the King of the general — 
nature of our plans will afford some relief from the 
embarrassing situation in which we know you have been 
placed in the absence heretofore of instructions enabling 
you to convey a message of this kind to him, 


Sincerely yours, 


Paul H, Alling 
Deputy Director 
Office of Near Eastern and African Affairs 


Enclosures: 

~ 1. Memorandum for the President 
entitled "Proposals for the 
Extension of ng-Range 
Financial Assistance to 

P Saudi Arabia", 

2. Memorandum for the President 

entitled “Expectation of King 
Ibn Saud of a Visit by the 
President", 

‘ 3, Letter from the Secretary of 
the Na to the Secretary of 
State, December 11, 1944. 
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